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MONDAY, NOVEMBER 15, 1954 


Untrep States SENATE, 
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call at 10 a. m., in room 357, 
Senate Office Building, Senator Joseph R. McCarthy (chairman) 
presiding. 

Present: Senator Joseph R. McCarthy, Republican, Wisconsin; 
Senator Everett McKinley Dirksen, Republican, Illinois; Senator 
John L. McClellan, Democrat, Arkansas; Senator Henry M. Jack- 
son, Democrat, Washington; and Senator Stuart Symington, Demo- 
crat, Missouri. 

Present also: Senator Arthur V. Watkins, Republican, Utah; 
James N. Juliana, acting executive director; Robert F’. SOE thief 
counsel to the minority ; Daniel G. Buckley, assistant counsel; and 
Ruth Young Watt, chief ‘clerk. 

The CHairmMan. The committee will come to order. 

May I say we have a rule that the flash photographers will not 
take pictures during the hearings. So if you men will desist taking 
pictures of the witness and the members of the committee during 
the hearing, it will be appreciated. 

Senator Watkins, you are called here this morning not in any way 
to answer for your activities as chairman of the Watkins committee. 
To ask you to answer about your activities on that committee would 
be, in my opinion, improper and beyond the jurisdiction of this 
committee. 

However, in your report, you indicate that you have information 
in regard to a fifth amendment Communist, Major Peress. I have 
been trying to find out for months who was responsible for the special 
reatment that this man got by those who knew that he was a fifth 
amendment Communist. 

If I may recite the facts of the case for the record briefly, Peress 
was identified as a Communist by an undercover agent—will you 
desist in taking flash pictures of the witness—Peress was identified 
under oath by a member of the New York Police Department as a 
Communist. He was identified as having attended a Communist 
leadership school. 

We had before us, and you had before you, the affidavit which he 
oe first saying he was not a Communist when he joined the mili- 
tary, which would make him, of course, subject to court martial, up 
to 5 years, and then later the statement which he signed refusing to 
answer whether he was a Communist or not. 
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The reason you are here, Senator, as I say, has nothing whatsoever 
to do with your activities as chairman of the Watkins committee. 
But in view of the fact that you have indicated that you have infor- 
mation about who promoted him, I felt that I would be derelict in 
my duty if I did not call you here to give you an opportunity to tell 
us what information you have. I will be very much surprised if you 
have any information, but we will get down to that shortly. 

You say, for example, that Peress was in no way responsible for 
the Zwicker matter—strike that—that Zwicker was in no way 
responsible. 


STATEMENT OF HON. ARTHUR V. WATKINS, A UNITED STATES 
SENATOR FROM THE STATE OF UTAH 


Senator Watkins. Will you call my attention to the place in the 
report where that appears ? 

The CHarrman. I will be glad to. Page 60 of the report. 

If you will refer to the bottom of the page, the last paragraph, I 
will quote: 


He— 

meaning McCarthy— 
did much to destroy the effectiveness and reputation of a witness who was not in 
any way responsible for the Peress situation, a situation which we do not in any 
way condone. The blame should have been placed on the shoulders of those 
culpable and not attributed publicly to one who had no share in the responsibility. 

We will not get into an argument, Senator, as to whether or not I 
blamed Zwicker for the situation, but you say here that he was in 
no way responsible. You say I should have put the blame on the 
shoulders of those who were culpable. I find that you and I do 
agree that someone was culpable, that someone was at fault for keep- 
ing a Communist in the military while we are spending billions of 
dollars trying to fight communism. 

Therefore, I will ask you, question No. 1: Do you know who was, 
as you say, culpable? 

Senator Warkins. No; I do not. 

The CuatrMan. You do not? 

Senator Warkins. But I think I can help you find the information 
that will show who had the responsibility for the promotion of Peress 
and who also had the responsibility for directing his honorable dis- 
charge. 

The Cuatrman. If you do that, you will be of great value to this 
committee, Senator. 

We have asked Secretary Stevens for that information time after 
time. He has refused to give it to us. We do know who signed the 
order. We know the Adjutant General signs the order, but we are 
looking for the man, the secret master, if you could call him that, 
who is being protected. 

If you can give us the name of the person who has been responsible, 
No. i, for the promotion, knowing he was a Communist; No. 2 2, the 
change in duty orders to ac complish duty orders; and No. 3, the 
honorable discharge—if you can, as you say, help us get that infor- 
mation, then you ‘would be of great value to this committee. 
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Senator eng ang With all the qualifications you put in, descrip- 
tions you put in, I, of course, may not be able to qualify the answer 
to comply strictly with that. But I can give you the source of infor- 
mation where you can get the names of the people who were respon- 
sible for his promotion and for his discharge, honorable discharge. 

So I will proceed, if you will let me. 

The CuairmMan. I will be delighted to. 

Senator Watkins. The statement you read from the report, of 
course, does not indicate that we knew who the culpable peeple were. 
We said that Zwicker was not the person. I can call your attention 
to the testimony in the hearing record, if you wish, to substantiate 
just what I am saying about that. Zwicker himself was not the 
responsible person. 

The CuHarrman. Would you call my attention to that point? 

Senator Warkrns. I will read it, if you don’t mind. On page 
505—— 

The Cuarrman. Just 1 minute until I get it—you may proceed. 

Senator Warxrns. It is the first volume of the he: uring record. Mr. 
Williams had been examining General Zwicker. 

The Cuatrman. Just so the record is straight, Senator Watkins is 
now referring not to testimony taken before the investigating com- 
mittee, but testimony taken before the Watkins committee. 

Senator Watkins. That is right. Otherwise known as the select 
committee. 

The Cuarrman. So when you say I knew what he was testifying to, 
you refer to what I knew after he appeared before your committee; is 
that right? 

Senator Warxrns. That is right, yes. 

I will read the testimony. Mr. Williams had been cross-examining 
General Zwicker, and then he said, “I have no further questions.” 

The CHAIRMAN. Mr. de Furia, do you have further questions? 

Mr. DE Furta. Yes, sir. 

General, did you promote Peress? 

yeneral ZwIcKER. I definitely did not. 

Mr. pE FurtaA. Did you discharge him with an honorable discharge? 

General Zwicker. I did, sir. 

Mr. DE FurrA. Was that on your own initiative or under orders, sir? 

General Zwicker. It was under orders. 

Now we can go on and get some additional testimony. 

The CuarrMan. Senator, I wonder if you would do this forme. In 
your report 

Senator Warxins. May I say that was not contradicted before us, 

The Cuarrman. I don’t want to use the gavel on you. 

Senator Warxrys. You don’t need to. I am willing to cooperate 
with you a 100 percent. 

The Cuamrman. May I ask you to do this. Obviously, if there is 
anything in your record which shows who was responsible for covering 
up for this Communist, I will want you to point that out. However, 
at the present time, I am referring to your report which says that, in 
effect, I knew that Zwicker was not responsible. So this had to be 
something antedating the testimony taken before your committee. 

Could you show us any information which you have to show that 
Zwicker was not responsible, prior to what he said before your com- 
mittee ? 
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Senator Watkins. I was not acquainted with the matter prior to 
that time. My information, of course, is based on what he said in the 
committee, on the uncontradicted evidence. No one contradicted 
him. That was his statement, and I assume it is true, and I think 
other information I have discovered since, which I think will answer 
the question that we were talking about, that is to help you find the 
information as to who handled the Peress matter—I can give that to 
you, because I have—— 

The Cuairman. I wish you would, Senator. I wish you would 
have all the facts in mind. I refer you to the testimony taken before 
the investigating committee. [Reading:] 

Question. You know that somebody has kept him on knowing that he has 
refused to tell whether he was a Communist, do you not? 

Zwicker. I am afraid that would come under the category of the Executive 
order, Mr. Chairman. 

The CHAIRMAN. What? 

ZwicKeEr. I am afraid an answer to that question would come under the cate- 
gory of the Presidential order. 

So you know that prior to his appearance before our committee he 
did not deny that he personally as commanding officer was responsible. 
Do you know that ? 

Senator Warxrns. I am not sure about that, because all I would 
have is the record, and I have read so many records that I couldn’t 
be sure as to that positive statement. But I do have some additional 
information in this record which indicates very clearly that he was 
not the person responsible. 

May I read it? 

The Crarrman. You certainly may, but I want to get this in 
chronological order, if I may. You know, do you not—you know 
when you signed the report, did you not—that Zwicker had refused 
to tell us who had ordered the promotion of Peress? Did you know 
that? 

Senator Warxrns. I think I had the evidence. I had the full rec- 
ord of the hearing you held in New York City, at which General 
Zwicker appeared. As I recall, in that he wasn’t in a position, and 
he so told you, to give all the information that he would probably 
like to have given, because of orders. 

The Cyatrman. Do you think today—and time is running out, 
and we have a session starting at 11 o’clock—do you think today you 
can give us information which will help us to nail down the man re- 
sponsible for the protection of this Communist in the military, do you? 

Senator Warkrns. I can give you information as to the men who 
had something to do with it, and probably all to do with it. If you 
will let me, I will proceed. 

The Cuarrman. Would you do that, please? 

Senator Watkins. Yes; I did want to read that other, but since 
you say time is running out 

The CrarrmMan. Read whatever you care to. 

Senator Warxrns. All right. 

After I got your telegram in Salt Lake City, or letter, and after 
I got back here, as soon as I could get to it, I called on Secretary 
Stevens to see what information I could get, and he did furnish me 
some information. 
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I will read now a letter which I think will tell where the material is. 
DEPARTMENT OF THE ARMY, 
Washington, June 23, 1954. 
DEAR SENATOR MunprtT: 
This was addressed, so he advised me, to Senator Mundt, the acting 
chairman of the committee which is now in session here. 


I refer to the case of Maj. Irving Peress, with which I am sure you are 
familiar. I have recently studied the thorough investigation made by the 
Inspector General of the Army of all the circumstances pertaining to this 
advancement in grade and separation from the service. 

This investigation disclosed no evidence of any subversive conduct with re- 
spect to personnel actions involving Peress. Furthermore, there is no evidence 
of disloyalty, pro-Communist influence, or any other type of misconduct reflect- 
ing on the loyalty, integrity, or patriotism of the officers or civilians who 
processed the case. 

The investigation, however, did reveal that in several instances improper ad- 
ministrative handling of papers resulted in unwarranted delays in processing 
actions concerning Major Peress. 

On the basis of the facts now known and limitations imposed by outmoded 
regulations, and legislation pertaining to doctors and dentists, my original con- 
clusion that the Peress case was not handled as it should have been has been 
substantiated. As will be remembered, when I returned from the Far Hast, 
February 3, 1954, and in my letter to Senator McCarthy, dated February 16, 1954, 
I readily admitted that this case could have been handled better. 

The Inspector General’s findings disclosed inordinate time was consumed in 
the processing of this case. Major commanders have been directed to take the 
appropriate steps against the individuals involved and at all levels of command 
administrative reforms consistent with existing law have been made, which I 
fervently hope will make it impossible for such errors to be made in the future. 

Further reference is made to the sealed envelope marked “confidential,” con- 
taining the names of Army personnel who in the course of their duties took some 
type of administrative action with respect to the disposition of Major Peress. 

As you will recall, on February 24, 1954, I agreed to submit to your subcom- 
mittee the names of these individuals as soon as they had been determined. In 
the course of the hearings, pages 1420 and 2253, I reiterated this promise and by 
covering letter of May 13, 1954, I submitted to Mr. Jenkins in an envelope marked 
“confidential” the names of the individuals who had something to do with the 
Peress personnel actions. The covering letter, copy enclosed, was read into the 
transcript of the hearings at page 3761. 

Subsequently, on June 18, 1954, Lieutenant Murray, of my office, delivered to 
you an additional envelope marked “confidential” to replace the first one. This 
was necessary because a name had been erroneously included in the first com- 
pilation. On this occasion, you inquired about the confidential character of this 
list. In answer to your question, I can only reemphasize my original request, 
that the names of these individuals not be made public under any circumstances. 

As you know, these names were obtained after a thorough investigation by 
the Inspector General of the Army. I wish to emphasize that the mere fact that 
the individuals are named as having some administrative responsibility or knowl- 
edge of the subject should in no way be construed to indicate culpability on their 
part. Should these names be made public, it would unnecessarily subject them 
and their families to unwarranted publicity completely out of proportion to the 
facts. 

I therefore request again that you do not publicize this list. To publicize these 
names without a full explanation of the circumstances surrounding their par- 
ticipation in the case could well cast public discredit upon the individuals 
concerned. 

In addition, such publication would go far to diminish the future effectiveness 
of the Inspector General Corps because, historically, investigations of this char- 
acter have been successful information-gathering devices for commanders be- 
cause of a strict adherence to the maintenance of a confidential relationship 
between the interrogator and the person interrogated. This is another reason 
for my definite desire not to have their names publicized. 

Also in the transcript on pages 2266, Mr. Jenkins stated: “And then the names, 
as I understand it, the chairman ruled are to be submitted to this committee 


388794—54—pt. 4-2 








184 COMMUNIST INFILTRATION IN THE ARMY 


or me as its counsel, privately and without exposing these names.” On page 
2268 you stated: “The other names requested should be submitted confidentially 
and to counsel for our committee.” See enclosure for full quote. 


Accordingly, it is my opinion that the confidential character of the list of 
names should be maintained and revealed only on a need-to-know basis to those 
who have a confidential clearance. 

The Secretary advised me as a result of my inquiry that a list of 
30 names, beginning with a general, had been given to Senator Mundt, 
the acting chairman of this committee. Those were the names that 
were to be kept confidential. As I understood it from him, they 
contained all the names of those who had anything to do—any of the 
responsibility for the promotion and the honorable discharge of Major 
Peress. That information, I understand, came into the hands of Sen- 
ator Mundt, was delivered by a messenger—I mean the envelope that 
was marked “confidential” containing the names—and is now in the 
files of this committee and has been since June 23, 1954. 

Now, I was further advised by Secretary Stevens that I could 
have a copy of that list, he exhibited an envelope which was marked 
“confidential” and sealed, that I could have a copy of those names. 
But he would expect me to keep them confidential. I said if your 
committee, if the McCarthy committee, has those names now, it is 
not necessary for me to have them, because that is their job. They 
can immediately go into executive session and call in these various 
persons to determine their share of the responsibility, whatever they 
did about it. I said, “Would you be willing to furnish these officers 
to see that they get here, or this personnel?” And he said, “We would 
do our level best to get them there upon the demand of this Perma- 
nent Committee on Investigations,” the committee over which you 
preside, Senator. 

The Cuairman. I do not want to waste my time and the time of 
the Senators here, unless you have some information as to who is 
culpable. You say in your report “Zwicker was in no way responsi- 
ble.” I do not know what you know about the military. You should 
know, you made the statement. that a man is not promoted, he is not 
honorably discharged, unless his commanding officer makes the rec- 
emmendation. If you read the record, you know that Secretary 
Stevens promised to have an investigation made, that he would tell 
us Who was, as you say, culpable—he did not use that word; he said 
“at fault”; you used the word culpable—in this case. That has never 
been done. 

Now, if you merely intend to read from the transcript of the Mundt 
hearings, which you ‘have been doing so far—— 

Senator Warkins. I have been reading a copy of the letter from 
the Secretary to Senator Mundt. 

The CHatrman. That is in the Mundt hearings, and has been in 
there for months. 

Senator Warkins. He told me this had not been made public before. 

The CuarrMan. That is part of the Mundt hearings. Do you have 
any information today? Do you have any information today as to 
who was, as you say, culpable in this case ? 

Senator Warkrns. I have exactly what I have told you. I had no 
personal knowledge. I came to the conclusion, based on the uncon- 
tradicted testimony in our hearings, before the Watkins committee, 
that General Zwicker was not responsible. Then. in order to help 
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this committee, because I am a member of the Internal Security Com- 
mittee, which is charged with the responsibility of ferreting out these 
matters just as much as your committee—as a member of it I was 
personally very much interested in finding out, and I would like 
to find out. 

But I do say now, in view of what has been said to me by the Secre- 
tary, as I have related it, that you do now have in your files the names 
of all the people who were responsible for the promotion and the 
discharge, the honorable discharge, of Peress. All you need to do 
is to call those men in in executive session, if you want to abide by 
the confidential request of the Secretary, and you can find out from 
them the part that each one had in that affair. ‘That has been in your 
files since June 23. 

The Cuairman. I am afraid we are wasting the time of the Senate, 
if that is all the information you have. 

Senator Warkins. You invited me here’ I did not—— 

The CHarrmMan. Just a minute. Please, Senator. I will give you 
a gavel. General Zwicker when called said he could not tell who was 
responsible. We have a list of 30 names, an unusual list. It lists 
the people in headquarters of the First Army, the Office of the Sur- 
geon General, all the doctors in the Surgeon General’s Office who 
might have given this man a physical examination when he was 
promoted, the officers in the Adjutant General’s Office, again when 
he was appointed to the grade of major all of the doctors who were 
in the Surgeon General’s Office, and on down the line. You and I 
know that—you and I know that nothing will be gained by calling 4 
or 8 doctors from the Surgeon General’s Office and finding out whether 
or not they examined this man. I thought when you made this state- 
ment, Senator, this very serious statement made in your report—you 
state that I should blame the person who is culpable—I thought maybe 
you had some information. Let us see if I have your testimony clear 
today. It is that you have nothing except what was presented to 
the Mundt committee, including this list of 30 people. You know 
now as you knew at the time you signed this report, that when we had 
one of the individuals before us, he said, “I can’t answer because of 
the Presidential order.” You are aware of the Presidential order 
which you invoked before your committee in which you said that 
General Lawton could not even tell about the conversation he had with 
General Zwicker. Is it your testimony now that that is all you 
have? You have nothing in addition except this conversation you 
had with Stevens in which he said: 

Here is a list of 830 names. If you want to take a look at them, if you think there 
is some way that I can find out who was the secret master by looking at these 
names, I will give it to you. 

Keep in mind the ruling that you made—hand this down to the 
Senator, will you? 

(Document ‘handed. ) 

Keep in mind the ruling you made that one Army officer would not 
have to testify as to conversations he had with another. 

Senator Warkins. I take it you are asking for my advice. That is 
what it sounded like. I would advise you—— 

The Cuamman. Not your advice, Senator. You have signed a for- 
mal report saying that I should blame the person who is culpable. 
That means that you should know. 
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Senator Warkrns. Do you disagree with that? : 

The Cuarrman. That means you should know. I have been trying 
to find out. I wired you and told you that unless you had some infor- 
mation I did not want you to waste my time and your time. You did 
not answer that wire. I gather today that you have nothing except 
what was before the Mundt committee, and that the Secretary of the 
Army did not give you the result ef the Inspector General’s report. 
You knew, of course, Senator, you know now, that the Secretary of the 
Army promised that he would have the Inspector General make an 
investigation and that he would try and tell us then who was at fault 
or, using your word, culpable. You know that he has refused to do 
that. I thought maybe when you were—— 

Senator Warkins. Just a moment. I do not know any of those 
things you are saying. Those are your statements, not mine. I am not 
agreeing with them just because I sit here. I am not agreeing with 
what you are saying because I have to sit silently. 

The Cuatrman. You do not have to sit silently. You can talk all 
you like. I am not going to use a gavel. 

Senator Warxkrins. You ask me, in effect, as [ get the purport of your 
question, how I would go about it to get this information. I would 
tell you exactly how I would go about it. I would serve on the Secre- 
tary of the Army a request for each one of these officers and I would 
have them brought before the committee in executive session so that I 
could protect the families of these people in the event there was noth- 
ing against them any more than administrative work. I am advised 
that this contains the list of the people who had all to do with this 
promotion and with this discharge. 

I would go right down through that list. And then I would say 
to you, in answer to what you said about not being able to get the 
information out of them because of the orders—I would do exactly 
what I did in the select committee case. I called on the Secretary of 
Defense, Mr. Wilson, and I got him to give me a letter which permitted 
General Lawton to testify, which permitted General Zwicker to tes- 
tify on the things that he could not say before. 

The Cratrman. Let’s keep the record straight. You did not get 
permission for Lawton to testify. Lawton refused to testify. So 
let’s keep the record straight. 

Senator Warkins. Lawton came on the second time and testified 
when he was given the opportunity to recount and to give the state- 
ments that General Zwicker had made to him at a conversation with 
respect to Senator McCarthy and ‘how he felt about it. When we 
gave him the opportunity 

The CuairmaNn. Senator Watkins, let’s keep the record straight. 

Senator Warkins. I am testifying. If you find it is wrong—you 
said I could talk all I wanted. Now let me go. ? 

The CuarrmMan,. You can talk all you like. 

Senator Warxins. Let me go, then, and I can finish my statement, 
With your permission, I am doing this. 1 

The Cuarrman, O. K. Proceed. 

Senator Warxsrns. All right. 

I have forgotten where I was. Will you give me the last statement } 

(The record was read by the reporter. ) 

Senator Watkrys. When we gave him the opportunity to testify he 
could not recount or recall a single statement made by Zwicker. Then 
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we stretched the rule on giving evidence of that sort and said, “Ordi- 
narily we would like to form our own conclusions from what was said, 
but you can go ahead and give your impressions.” Then he did; that 
General Zwicker was ants igonistic to you. Then when we go to 
Zwicker, he was permitted to say that he had been opposed to the 
yromotion of Peress, he had been opposed to his honorable discharge, 
16 had been against generals or any officials in the Army claiming the 
protection of the fifth amendment. 

But he was not permitted to say to whom he objected. He had to 
stop there. But we got that through the letter Mr. Wilson and the 
counsel sent over from the War Department. 

Senator, as a part of my advice from an older man, just a little 
older in years, I would say to you I think if you will follow on that 
procedure, if you will cooperate with the Secretary of the Army and 
the Defense Department, they will be able to he Ip you a lot in ac tually 
pinpointing who, if anybody, is culpable; that is, any evil culpability, 
for the promotion of Peress and for his discharge honorably. 

Now, I do not know whether this is going to be of any help to you 
or not. You have to decide that matter. But since you asked for it, 
that is the story. You have it in your files and I think there is a 
reasonable procedure to follow. I recommend it strongly to your com- 
mittee. And if you do not want to do it, give us the names in the 
Internal Security Committee and I will ask our chairman to proceed 
on that. 

The Crarman, Then I understand that the only help you can give 
us is that we call additional Army witnesses and hope that they will 
not invoke any secrecy rule and try and get them not to invoke the 
secrecy rule. Beyond that, you can give no information, is that it? 

Senator Warxtns. I would like to say that the report that you 
called my attention to does not profess to know the name of the person 
culpable. It merely says whoever they are, in effect, they ought to be 
held responsible. It does say positively that Zwicker was not ¢ culps ible. 
That is all I have to say, Senator. 

The Cuamman. Where does it say positively that Zwicker was not 
culpable? 

Senator Watkins. Well, I think, in what we read. 

The CuHarrman. Where does it say that? I would like to read that 
into the record. You said the report that you got from the Army. 
I handed it to you. I am not asking about your report, Senator 
Watkins. 

Senator Warkins. That is what I thought you said. I am only 
responsible for my own report, nobody else’s. 

The CuammaNn. In other words, you were not referring to the Army 
report? I handed you a report. I thought you were referring to that. 

Senator Warxrns. I have the list, yes, the confidential list ‘that you 
just handed me. 

The Cuarrman. There is nothing on that? 

Senator Warxins. That is to be taken in connection with the letter 
which he gave you. That is to be taken in connection with what he 
told me. I could have had this identical list, and if the select com- 
mittee had any job in connection with it, I would be only too glad to 
proceed and follow it. But that is within the jurisdiction of your 
eommittee and the Internal Security Committee as I see it. I cannot 
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do anything about it. I said, “There is no use in giving that to me, Mr. 
Secretary, and have me hold it in a confidential capacity, even though 
it might satisfy some of my curiosity.” But he said, ‘ ‘Positively that 
contains the list from the top down in grade, the people who were 
responsible for the hi andling of the Peress matter.” That has been 
in your files since June 23, 1954. 

The Cuamrman. You are aware, of course, of the fact that Zwicker 
said that he could have held up an honorable discharge if a man had 
stolen $50. 

Senator Warxins. I understand all of that, but you said.you were 
not going into that. You were going to ask me what I knew about 
Peress. 

The Cuarmman. I think you should have told me that you knew 
nothing about this before we wasted this time this morning. You 
came here this morning and read a letter which is in the Mundt testi- 
mony. You refer toa list of 30 people. The man who signed the hon- 
orable discharge—his name is not here. The commanding officer’s 
name is not here. There are many names missing, although the letter 
says that all those administratively responsible. Your advice i is, all 
you know is that we should call these men and hope they would not 
do—would the young man desist while I am talking to the witness? 

Senator Warxins. Is it out of line for my administrative assistant 
to hand me some papers ? 

The Cuatrman. Let me finish my question. The only thing you 
have given us, then, is the advice that we call all of the thirty-odd 
officers from the Surgeon General on down and hope that they will 
not invoke the privilige which Zwicker invoked. We asked Zwicker, 
you understand, who was responsible, and he said he could not answer. 
The only thing you can tell us now is, when you say I should have 
blamed the person culpable, is that we should call those 30 people? 

Senator Warxrins. I called your attention 

The Cuatrman. Is that roughly it? 

Senator Warkrys. Not exactly it, no. I call your attention to a 
letter of November 3, 1954, addressed to you by Mr. Stevens, in which 
he expressly, as I recall, leaves out two officers here. I think McManus 
and General Bergin, and it already appeared— 





No action was taken against Maj. Gen. William EB. Bergin, the Adjutant Gen- 
eral, Brig. Gen. Ralph Zwicker, or Maj. John J. McManus, because in the opinion 
of the Army no acts performed by them manifested the slightest indication of 
Communist sympathy nor any other dereliction of duty. These officers hold the 
same rank, 
et cetera. That was in the letter to you. The letter you wrote me had 
a paragraph in it like this: 

This indicates that you must have some information as to who was culpable 
and some information to the effect that Zwicker was not. 


I have given the information that Zwicker was not, the sworn testi- 
mony, uncontradicted testimony of Zwicker himself. 

This is information for which our investigating committee has been searching. 
You are therefore invited to appear before the investigating committee to give 
the information upon which you base the above statement. 

I have now given it. That is the best I can do and I stand on my 
statement. 

The Cuarrman. In other words, you and I will agree that somebody 


was culpable? 
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Senator Warxkins. Somebody actually promoted Peress, yes. In 
the same letter that Mr. Stevens sent you under date of November 3, 
it quotes the law with respect to the promotion of these people. It 
seems to me, as a reasonable human being, knowing how i things 
operate, that that probably was largely responsible for almost the 
automatic advancement of this man Peress. I would like to offer that 
for your record. 

The Cuarrman. Since you bring that up, Senator, we will call your 
attention to the fact that a Doctor Belsky was before the committee 
also. He had the qualifications, apparently as great as Peress. He was 
not given a commission; he was not promoted; he was not honorably 
discharged. I merely call that to your attention so that you will know 
that when you cite a law there was no law that forced the promotion. I 
will ask you one final question. 

You and I agree that somebody who covered up for this Major 
Peress is at fault? 

Senator Warkrns. I do not think anybody covered up, as far as I 
can get it from the statements made by Mr. Stevens. I am relying 
largely on what he said. He has given you the names of the people 
who—all the people—had anything to do with that. You already 
knew about Zwicker and you already knew about Bergin and Mce- 
Manus. So you have had all of that list. I cannot go beyond that. 
And when you say “culpable” I do not know whether you mean 
criminally culpable or whether they actually did the work. 

The CHatrman. I am using your word. 

Senator Warxkrns. Culpable as far as we were concerned meant the 
people who did whatever was done. We do not prejudge people and 
say they are guilty of something simply because they may have 
recommended a promotion of a man or his honorable discharge. That 
would be determined by a proper trial, whether they were criminally 
culpable or not. 

The Cuarrman. You said the blame should have been placed on the 
shoulders of those culpable. By the term “culpable” you meant nothing 
wrong ? 

Senator Warkrns. I did not necessarily mean criminally culpable. 
They were responsible. Responsible would probably have been a 
better word. But you cannot hang a man for writing a report with as 
many words in it as that if you get one word slightly off key. There 
was no intention to say that anybody had committed a crime, because 
we did not know that, and we do not step out and judge them in 
advance. 

The Cuatrman. I am not asking you about a claim. You say there 
was a wrong done; is that right? 

Senator Warxtns. It stands for what it says, and I do not care to 
explain it further. 

The Cuarrman. Senator, I am trying to find out. You say I should 
have put the blame on the shoulders of those culpable. I am trying to 
find out whether you think there was somebody to blame. 

Senator Watkins. Somebody was responsible for his promotion and 
discharge; that is what I meant. 

The Cuarrman. There was nothing wrong with that? 

Senator Warxins. I do not know whether it was wrong or not. 
That would depend on the facts. 
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The Carman. Senator, I perhaps should be censured for what 
I am about to say if I am to be censured for what I said to Zwicker. 
I might say that a Senator who represents the great State of Utah, 
who comes here and says he does not know whether someone should 
be blamed for promoting, honorably discharging, a man who has 
graduated from a Communist leadership school, a Communist leader, 
a man who owes his duty to a foreign country, a man that was a traitor 
to this country; a Senator who says, “I don’t know whether he is at 
fault, I don’t know whether those who protected him are at fault or 
not—I wouldn’t say,” but who says and argues on the Senate floor 
that the man who tries to find out who has been the secret master 
covering up for this man, that such a Senator certainly is derelict in 
his duty. And that is putting it very, very mildly. 

Senator, you should be just as concerned as I am about finding out 
who is protecting the traitors in this man’s Army. We know that 
somebody protected Peress. You know as well as I do that while I 
have been begging and coaxing the Secretary of the Army to give 
us the name of the man responsible, you know as well as I do that 
the Secretary promised that he would have an investigation, that he 
would give us that information. You have indicated in your report 
that you know who was at fault. 

You say that the commanding officer was not at fault, although 
on commanding officer refused to answer whether he was at fault 

‘not. I may say I wish you had not wasted our time this morning. 
T wish you had told me you knew nothing about this situation before 
I took this hour’s time this morning. 

If the other Senators have any questions to ask, they may proceed. 

Senator McCLetian. Are you willing to make a motion in the 
Internal Security Committee to call these officers named in that letter 
and make inquiry of them with regard to their responsibility ? 

Senator Warkrns. I certainly am, if Senator McCarthy does not 
move rather promptly in that field. 

Senator McCietian. If this committee does not proceed to do so, 
I will be glad to second your motion in the Internal Security Com- 
mittee. 

Senator Watkins. That is right. You are a member of that com- 
mittee with me. 

Senator McCretuan. Yes, sir; I am. 

The Cuarrman. If they refused to testify, as Zwicker refused, will 
you find them in contempt, or what will you do? 

Senator Warxkrns. I think I will get the answers with a little coop- 
eration of the Army and Secretary Stevens. I think I will get the 
answers if I am permitted to proceed with it. 

The CrHarmman. In other words, you think you can find out who 
has been covering up for Peress? 

Senator Warkrns. I never could find out that which would satisfy 
you. I will say that very frankly. I do not believe you could ever 
be satisfied unless you can find somebody that ought to be shot or 
hung. 

The Cuaman. Do you think you could—I may say that I think 
a man who covers up for a traitor under our law should be shot or 
hung. 

Senator Warkrns. Right; 1 will agree with you. 
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The CHatrrman. Many American young men have died, many 
American young men will die, Senator, because traitors have been 
covered up. 

Senator Warxkins. Have you 

The CHarrman. Those traitors, under the law, should be shot or 
hung even as our young boys were shot and mutilated out in Korea 

Senator Watkins. Let me ask you this 

The Cuarrman. This is no laughing matter, Senator. If you think 
you have a secret way of finding out who the secret master is who has 
covered up for Peress, we will be glad to—very happy to—have you 
try and force the testimony from the witnesses. We will be glad to 
have you do that. 

Senator Watkins. I would say this: That I would like to ask you 
this question. Do you think Peress ought to be shot or hung on ‘the 
situation as it sté a at present without a trial ? 

The Cuarrman. I did not say Peress should be shot or hung; I said 
any man in our military who covers up for traitors, who covers up 
men guilty of treason, under the law there is a dealth penalty. You 
try to make a joke of that. You say that I would not be satisfied 
until I can find someone who should be shot or hung. 

Senator, when we have secret masters in the military covering up, 
covering up, covering up for Communists, then they should be sub- 
jected to the full responsibility of the law. It is no laughing matter, 
Senator. 

Senator Warkrns. I was not laughing, and the record will so show, 
the pictures willso show. I was not laughing. But I say this: That 
any man in the military, any man in this country, is entitled to a 
fair and impartial trial before a jury of his peers when it comes to a 
criminal case. 

Now, if a full investigation reveals that no one was criminally 
culpable i in this matter, that may be a disappointment to you. But 
if that is the truth, that is the way it will have to be. That is what 
ought to be thoroughly explored. That ought to be done before 
we go on saying that somebody has committed a crime all the time. 
It could have been negligence, it could have been failure to keep the 
records together as they should have been. It could have happened 
in a large army with millions of records. It could have happened 
purely as a matter of a mistake. There is always that possibility. 

Now, as far as I am concerned, in the committee of which I am a 
member, where we are searching for these matters, we try to do it 
in an orderly way. We do not make a lot of charges, ordinarily, 
unless we are pretty sure of our ground and we have gone into the 
matter carefully. Even then we are very modest in the charges we 
make. Up to date we have been a hundred percent united, I ‘think, 
in all the reports of the Internal Security Committee in this « ountry. 

The CuatrmMan. Senator, a boy in Korea who goes to sleep on his 
post of duty is court-martialed and a death penalty is provided for 
him. Don’t you agree with me that where someone deliberately 
covers up month after month after month for Communists in the 
military, that he is, using your language, much more culpable than 
a young kid who have been awake for 18 or 20 hours and who goes 
to sleep on his post of duty? 
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Senator Warkrins. Yes, I will agree with that; a man who has 
been doing that. But first of all, 1 want to be dead sure he has been 
doing that. 

The Cuarrman. Unless the Senators have some questions, I think 
we have wasted one morning. I had hoped that you would tell us 
ahead of time you knew nothing about this situation, Senator. 

Senator Warkins. It was my purpose to come before your com- 
mittee and make such answers as I could make in response to your 
invitation. 

The Carman. You are asking that I be censured for not placing 
the blame on the shoulders of those culpable. You say now that you 
think by some mysterious process your committee might be able to 
get the witnesses to disregard the Presidential directives. If you 
have such a way of getting that information, you are welcome to 
proceed. I would like to see you try and get it. 

The committee will be adjourned unless there are any questions to 
be asked. 

(Whereupon, at 10: 45 a. m., the committee recessed, subject to call.) 
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PAYMENTS IN LIEU OF TAXES TO STATES OR LOCAL 
TAXING UNITS 


WEDNESDAY, JUNE 2, 1954 


Unirep States SENATE, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
SUBCOMMITTEE ON LEGISLATIVE PROGRAM, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 o’clock a. m., in 
room 357, Senate Office Building, Washington, D. C., Senator 
Margaret Chase Smith (chairman of the subcommittee) presiding. 

Present: Senator Margaret Chase Smith, Republican, Maine; 
Senator Thomas A. Burke, Democrat, Ohio. 

Present also: Walter L. Reynolds, chief clerk and staff director, 
Committee on Government Operations; Ann M. Grickis, assistant 
chief clerk; Richard J. O’Melia, general counsel; Eli E. Nobleman, 
professional staff member. 

Senator SmirH. The subcommittee will come to order. 

This subcommittee has been appointed by the Committee on Gov- 
ernment Operations to consider and recommend appropriate action 
on all bills which are pending on the committee’s legislative calendar, 
so that those measures which meet with the committee’s approval 
may be reported and acted on prior to the adjournment of the Congress. 

Pending before us this morning are two measures which deal with 
the important and troublesome subject of Federal payments to State 
and local taxing authorities in lieu of taxes. The first of these meas- 
ures, S. 2473, was introduced by Senator Knowland—for himself and 
others—and is designed to provide a continuing system for payments 
by the Federal Government to State or local taxing units adversely 
affected by Federal acquisition of, ownership, or use of defense produc- 
tion facilities. It would authorize ordinary ad valorem taxpayments 
in certain instances and, in other cases, administratively determined 
payments reasonably related to the ad valorem taxes which might be 
applicable under private ownership. It would apply only to defense 
production facilities, and includes both tangible personal property 
and real estate. 

The second bill, H. R. 5605, which passed the House of Representa- 
tives on April 26, 1954, would amend the Federal Property and 
Administrative Services Act of 1949 by authorizing payments in lieu 
of taxes in a very limited area. It provides that until December 31, 
1956, when real property having a taxable status is transferred by 
Government corporation to another Government agency thereby tak- 
ing it out of taxation, such property shall nevertheless be subject 
to taxation while it is leased for commercial purposes. In certain 
other cases, payments in lieu of taxes would be authorized with respect 
to transferred property, regardless of subsequent transfers among 
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agencies of the Federal Government. It would afford only temporary 
protection to State and local taxing authorities against loss in this 
limited area, pending the passage of comprehensive legislation by the 
Congress on this subject 

There is a third bill pending before this committee, S. 788, which 
is much broader, and is designed to establish a uniform policy through- 
out the Federal Government with respect to payments in lieu of 
taxes. It would replace some 20 piecemeal statutory provisions with 
5 broad types of payments to State and local governments on 
federally owned real estate which is now largely exempt from local 
property taxes It would cover various aspects of such property, 
including real estate and certain limited types of tangible personal 
property. However desirable this bill may be as an ultimate objective, 
the Chair is of the opinion that it is so extensive in its coverage and 
requires such careful and detailed study and analysis that there will 
be no possibility of perfecting legislation of this all-encompassing type 
during this session of Congress. Furthermore, since it covers an area 
which is receiving special attention from the Commission on Inter- 
vovernmental Relations, the public interest would best be served if 
action on this bill is deferred until the Commission has submitted its 
report and recommendations and the Congress has had an opportunity 
to evaluste them fully. 

The Chair also wishes to state for the record that this committee 
has communicated with the chairman of the Commission on Inter- 
governmental Relations on numerous occasions in an effort to have 
the Commission expedite its program in this area. These efforts 
resulted in the appointment of a special Study Committee on Payments 
in Lieu of Taxes and Shared Revenues which is reported to be con- 
ducting extensive studies on this subject. 

At this point, the Chair desires to place in the record a copy of a 
letter received from the present chairman of the Commission advising 
the Senate majority leader that no report or recommendations may 
be expected until after the end of the present session of Congress. 

(The letter above mentioned follows:) 


COMMISSION ON INIERGOVERNMENTAL RELATIONS, 
Vay 19, 1954 
Senator WiLtL1aAM F. KNOWLAND, 
Senate Office Building, Washington, D. C 

DeAR SENATOR KNOWLAND: I have had an opportunity to see your corre- 
sponcen with Mr. Tanner on the subject of the work of our Study Committee 
on Payments In Lieu of Taxes and Shared Revenues. It seems appropriate that 
Mi l'a s letter be s ipplem« nted with a statement on the policy of the Com- 
mission with respect to legislation pencing before Congress. 

We do not believe it was inten¢éed that any important or necessary legislation 
should be delaved, particularly if in the ju¢gment of Congress it deserves prompt 
attention. It is ovr belief that Congress an’ the a‘ ministration are in the best 
position to judge whether any legislaticn should be delayed by reason of the stucies 
in which we are engaged. Some of the agencies of Government may have good 
reason for making such recommendations in full conformity with established 
procecure and authority but we do not believe such recommendations are within 
the scope or the authority of the Commission. 


Allow me to assure you that there is no desire on our part to Celay consiceration 
of S. 2473 or any other legislation desired by the President or the Congress prior 
to the submission of our report. 

Sincerely yours, 
MEYER KESTNBAUM, Chairman. 
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Senator Smiru. It may be noted that the Chairman of the Commis- 
sion points out, however, that the Commission has no desire to delay 
consideration or 5. 2473 o1 any other legislation desired by the President 
or the Congress prior to the submission of its report 

It is also the understanding of the Chair that the President will 
formulate no policy with respect to the pending legislation, or any 
other legislation dealing with payments in lieu of taxes, until he has 
had an opportunity to review the final findings and recommendations 
of the Commission. 

As chairman of this subcommittee, t have called this hearing, first, 
to give members of the committee the benefit of the views of those 
interested in the pending bills and to afford the agencies and depart- 
ments concerned an opportunity to present their positions. A second 
purpose is to determine whether or not, in the light of the situation 
described above, it may be possible for this committee to report some 
type of legislation which will afford State and local taxing authorities 
some measure of temporary relief until such time as it will be possible 
to enact comprehensive legislation on this subject 

We are well aware of the seriousness of the fiscal dilemma: in which 
many communities throughout the Nation find themselves and we 
are also aware of the magnitude of their problems. Therefore, if 
it is at all feasible and possible, we would like to be able to recommend 
some action which will assist these bodies with their problems. 

In view of the foregoing, we will consider only testimony with respect 
to S. 2473 and H. R. 5605, and witnesses are invited to address their 
remarks to either or both of these measures. 

At this point, I should like to submit for the record S. 2473, an 
analysis thereof prepared by the Bureau of the Budget, H. R. 5605 
and House Report 1217, an analysis of this bill prepared by the 
Bureau of the Budget, and a staff memorandum, dated March 3, 1954, 
on the status of legislation concerning payments to States and local 
governments in lieu of taxes, as of that date. It should be noted, 
however, that H. R. 5605 has been approved in the House of Repre- 
sentatives since the preparation of the staff memorandum. 

(The above-mentioned documents are as follows: 


4 BILL To provide for payments t tt Federal Government to States or local taxing units adversely 
iffected by Federai acquisit rship, or use ense production facilities, to provide for the 
taxation of certain Federal propert i for ot 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Conaress assembled, That this Act may be cited as the ‘Act for Pay- 
ments to Local Taxing Authorities’’ 


DECLARATION OF POLICY 


Sec. 2. (a) Although the Federal Government is under no constitutional 
obligation to pay taxes or to contribute to the States or local governments any 
sums in lieu of taxes on account of property owned by the Federal Government, 
the Congress declares that it is the policy of the United States in carrying out 
the national program of military security and defense to avoid insofar as feasible 
the impairment of the finances of State and local governments through the 
acquisition, ownership, or use of any defense production facility by the Federal 
Government or through requirements for State or local governmental services 
arising directly from Federal ownership or use of any such facility. Officials and 
employees of the Federal Government, in administering this Act, shall be guided 
by the general objective of avoiding, insofar as feasible, inequities between the 
taxpayers of particular States and local governments on the one hand and the 
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taxpayers of the Federal Government on the other hand in the distribution of 
tax burdens and governmental costs associated with the ownership or use of any 
defense production facility. 

(b) The Congress declares further that, in consideration of the system of 
payments herein provided, State and local governments will be expected, when 
requested, to make available public services for any Federal Government defense 
production facility and any residents thereof or workers employed therein and 
their families, upon the same terms as are accorded to other properties, residents, 
or persons, 


DEFINITIONS 


Sec. 3. As used in this Act the following terms shall have the meanings 
respectively ascribed to them below, and, unless the context clearly indicates 
otherwise, shall include the pliral as well as the singular number: 

(a) ‘“‘Federal’’ or ‘‘Federal Government’? means the United States of Americ 
and the Government thereof, including all its departments, agencies, boards, 
and commissions and all corporations subject now or hereafter to the provisions 
of title I of the Government Corporation Control Act, as amended (31 U.S. S. 
846-852). 

(b) ‘Federal agency’”’, “owning agency’’, or “Federal owning agency’’ means 
anv part of the Federgl Government which has jurisdiction over or administers a 
defense production facility. 

(ec) ‘Defense production facility” means property (i) the title to which is in 
the Federal Government or which by reason of its use by the Federal Government 
is not subject to taxes of general application levied by local taxing units, and (ii) 
which is acquired, owned, or wsed for industrial or commercial purposes con- 
nected with national defense: Provided, however, That the term “defense produe- 
tion facility’’, as »sed in this Act, shall not include property owned or used by the 
Atomie Energy Commission for purposes of the Atomic Energy Act of 1946, as 
amended, and materials acquired, owned, or used by the Federal Government for 
the strategic and critical stockpile: And provided further, That a defense produc- 
tion facility declared excess or surplus or held for disposition shall remain within 
this ce.tegory for purposes of this Act until it is either disposed of by the Federal 
Government or is used otherwise than for industrial or commercial purposes 
connected with national defense. 

(d) ‘‘National defense’”’ means the operations or activities of the Armed Forces 
or any other Government department or agency directly or indirectly and sub- 
stantially concerned with the national defense, or operations or activities in 
connection with the Mutual Defense Assistance Act of 1949, as amended. 

(e) “Property” shall include lend; structures and other improvements to land, 
whether affixed or movable; machinery, raw materials, goods in process, articles, 
commodities, inventories, products, supplies, and components; and leaseholds or 
other substantial rights to the use or disposition of any of these. 

(f) “Industrial or commercial” refers to activities involving primarily, or to 
properties the ownership or vse of which involves primarily, the processes of 
mining, manufacture, fabrication, repair, generation of electrical energy, trans- 
portation, or any similar process, including storage within or on such property, 
or the sale or resale, rent, or lease of commodities or the sale of services, including 
storage within or on such property. 

(z) ‘‘Acquire”’ means to vest title in the Federal Government by purchase, 
exchange, condemnation, donation, devise, revestment, or bequest. 

(h) “State” and ‘States’? means the several States of the United States of 
America. 

(i) ‘Local government” or ‘‘local taxing unit’? means any county, city, muni- 
cipality, or other political subdivision or public entity of any State having 
authority under State laws to levy and collect taxes upon real or tangible personal 
property. 

(j) Unless the context indicates otherwise, “tax’’ means a levy of general 
application upon property according to value, and “taxation’? means the 
imposition of such a tax. 

(k) “Tax year’? means the year beginning with the tax assessment date or 
tax lien date, whichever establishes tax liability in the jurisdiction concerned. 
In the event an assessment period is used by the taxing jurisdiction and no single 
assessment date or lien date fixing tax liability is determinable with respect to 
the property, then the first day of the assessment period shall be the beginning of 
the tax year. 

(1) ‘Average effective tax rate’? means the average nominal tax rate adjusted 
to reflect the current average relationship of assessed value to fair value of 
property. 
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CONSENT TO STATE AND LOCAL TAXATION 


Sec. 4. (a) Consent is hereby granted to State and local governments to tax 
any defense production facility acquired since June 30, 1950, in order to protect 
the financial interest of the Federal Government in connection with loans or 
contracts of insurance or guaranty or contracts for procurement for national 
defense, while held pending disposition or until put to permanent use by the 
Federal Government. If such property is put to permanent use as a defense 
production facility by the Federal Government, the classification of the property 
as specified in this Act shall thenceforth be controlling as to any payments with 
respect to such property. 

(b) Consent is hereby granted to State and local governments to tax to the 
Federal Government the Federal interest in any defense production facility which 
has been or hereafter is leased or sold by conditional sale to taxable persons and 
is not otherwise subject to State or local taxation. 

(c) Consent is hereby granted to State and local governments to tax— 

(1) any defense production facility which in any tax year which began 
after June 30, 1950, was subject to State or locai taxation under the provisions 
of any other Federal statute and is not subject to taxation under subsection 
(a) or (b) hereof; and 

(2) any defense production facility which is subject to State or local 
taxation subsequent to the effective date of this Act but which, though still 
a defense production facility, would, in the absence of this consent, be with- 
drawn from such taxation by reason of a transfer of its ownership, use, or 
administration from one Federal agency to another. 

(d) Property under this section may be taxed to the same extent and in the 
same manner according to its value as if it were privately owned, and any such 
tax shall be based upon an assessed valuation which does not represent a larger 
percentage of true value than is used by assessing authorities in valuing property 
generally for tax purposes within the taxing jurisdiction. Any special tax treat- 
ment accorded to other similar property shall be applied to property of the 
Federal Government. The Federal Government shall not be subject to penalties 
or penalty interest nor shall its property be subject to any lien, foreclosure, or 
other proceedings because of nonpayment or failure to make timely payment of 
taxes; nor shall subsequent owners be liable therefor: Provided, however, That this 
shall not preclude the payment of penalties or penalty interest when the Federal 
owning agency determines that such payment is in the interest of the Federal 
Government. 

PAYMENTS ON TAX-EXEMPT PROPERTIES 


Sec. 5 (a) Payments to State or local governments under this section are 
hereby authorized on account of defense production facilities not subject to 
taxation under section 4 of this Act. The provisions of this section shall not 
apply to— 

(1) any defense production facility acquired or constructed by the Federal 
Government prior to July 1, 1950; and 

(2) any defense production facility which under private ownership would 
be exempt from taxation under the constitution or laws of the State of 
location. 

(b) State or local governments shall be eligible for annual payments on property 
subject to the provisions of this section, but no payment shall be made to a State 
or local government which does not provide its services to a defense production 
facility or to residents thereof or workers employed therein and their families 
upon the same terms as are accorded to other properties, residents, or persons, 
unless the provision of such services is deemed by the Federal owning agency not 
to be necessary or desirable. The amount of any such payment to a State or 
local government under the provisions of this section shal] be determined by each 
Federal owning agency in accordance with rules and regulations promulgated 
under section 6 of this Act. Any such rules and regulations shall require con- 
sideration of the following factors to the extent that each is pertinent and shall 
specify or recommend the relative weights to be given them: 

(1) The average amount of taxes, if any, charged annually against the property 
for the last two years in which it was in taxable ownership, but consideration of this 
factor mav be omitted in the case of property owned by the Federal Government 
for more than five years immediately preceding the tax year to which the applica- 
tion for payment relates. 

(2) The current tax equivalent which would be payable on account of the 
property, excluding improvements to real property made by the Federal Govern- 
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ment after acquisition (covered in paragraph 3 hereof), as determined by applying 
the average effective tax rate currently applicable to real and tangible personal 
property in the same jurisdiction to the current fair value of the property as esti- 
mated by the owning agency, but the average effective tax rate and the value of 
the property need not be determined oftener than once in five vears 

(3 In the case of real prope rty improved by the Federal Government after 
acquisition, the amount determined by applying the average effective tax rate 
currently applicable to real property in the same jurisdiction to the value of 
improvements made by the Federal Government after acquisition, as estimated by 





the owning agene Provided, That where improvements made on or after July 1, 
1950, are in the nature of partial or total replacements of improvements made by 
the Federal Government prior to that date, onlv the exec value of the new im- 


provements over the value of previously exempted improvements, determined as 
of the date of replacement, shall be taken into consideration for purposes of this 
Paragr ph 

} The exter Ce anv, to which the property is 1n the control or custody of or 
s used by a private operator, contractor, agent, or persor 
5) The additional expenditures, if any, by the applicant State or local govern- 
ment necessary for providing services to the defense production facility and any 


resid thereof or workers employed therein and their famil 

0 Che provision bv the Feder 1 Government of l Al services which ordi- 
naril would be provided by the applicant State or local gover ment, as measured 
by the unit eost to the applicant State or local government for rendering like 
services, OT financial assistance under the provisions of the Act of September 
23, 1950 (64 Stat. 967. 20 | S. C. 251-280), as amended, or the Act of S ptember 


30, 1°50 (64 Stet. 1100, 20 U.S. C. 236-244), as amended, or the Defense Housing 
and Community Facilitie and Services Act of 1951] 65 Stat 293, a UU. se 
1591—1593e), as amended 

(7) Any other facts relevant to a fair determination in accordance with the 
policies and principles of this Act 

c) This section shall not extend, in the » of the Tennessee Valley Authority, 
to power properties (including the portion of multipurpose properties allocated to 
power purposes) which are owned by or in the custedy cf the Authority. Pay- 
ments, if anv, which may be required hereunder on account of nonpower properties 
covered by the definition of ‘‘defense production facilities” shall be in addition to 
payments required by section 13 of the Tennessee Valley Authority Act of 1933 

May 18, 1933: ch. 32, 48 Stat. 66), as amended (16 U. 8S. C. 831 (1)). 

d) Any State or local government, directly or through the officer administering 
its tax on real property, may submit to Federal owning agencies, in accordance 
with the rules and regulations issued under this title, applications for payments 
under this section with respect to defense production facilities located within the 
geogra>hiec boundaries of such government. 

e) A Federal owning agency shall not make any payment under the provisions 
of this section for any tax vear unless an application has been filed with it by or on 
behalf of the State or local government not later than sixty days after the beginning 
of each tax year to which the payments relate: Provided, however, That during a 
period of six months after the effective date of this Act applications shall be ac- 
cepted for payments relating to the first tax vear which begins after June 30, 
1953 

f) Each Federal owning agency shall, upon application made by or on behalf 
of any State or local government, determine the amount, if any, which is payable 
in accordance with the provisions of this section. The Federal owning agencies 
shall make their determinations and payments with respect to such applications 
not later than the eighth month of the tax year to which the payments apply, 
unless a later date is fixed by law for the payment of taxes levied by the State or 
local government, in which event the Federal owning agency shall make its deter- 
mination and payment not later than that date: Provided, however, That with 
respect to applications relating to the first tax year which begins after June 30, 
1953, the determinations and payments shall be made within six months of the 
receipt of the respective applications. The determination by the Federal owning 
agency shall be final unless appealed as provided in section 6. Payment shall be 
made by such owning agency to the officer authorized by law to collect taxes on 
real property for such government or to such other officer or agency as may be 
specified in the application; and any such payments shall be for the use of the 
applicant government Nothing in this Act shall be construed as limiting the 
authority of any State with respect to its local governments 
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GENERAL PROVISIONS 


Sec. 6. (a) For the purpose of promoting the policies and purposes of this Act 
through a uniform interpretation and application of its provisions with respect to 
each Federal owning agency, duties of general supervision and coordination are 
hereby assigned to the Director of the Office of Defense Mobilization (hereinafter 
referred to as the Director). In carrying out his functions under this Act, the 
Director 

(1) shall promulgate any necessary regulations and rules to govern the 
performance of the functions vested in the owning agencies by this Act; 

2) shall prescribe forms for original and renewal applications to be filed 
by State or local governments in requesting payments under section 5; 

’(3) shall prescribe reports to be made to the Director by the Federal owning 
agencies with respect to property under their jurisdiction and the determina- 
tions and payments made by them under this Act; 

1) shall provide for the handling of appeals in accordance with subsection 
(d) hereof: 

(5) may review the determinations of the owning agencies with respect 
to the classification of their properties and the amount of payments thereon 
under this Act insofar as he deems necessary, and may consult with and 
advise the owning agencies with the object of promoting uniformity in the 
application of the provisions of this Act; and 

6) may make investigations of the problems involved in the administra- 
tion of this Act and the manner in which it is administered by the owning 
agencies, and arrange with other agencies to obtain basie data to aid in the 
administration of this Act 

(b) The Director shall submit annually to the President a report on the applica- 
tions received and payments made under this Act to State and local governments, 
together with such supporting data as will assist in interpreting and appraising 
the operation of the Act Not later than three years after the effective date of 
this Act, the Director shall submit to the President for transmittal to the Congress 
a report on operations under this Act and such other data, information, and recom- 
mendations as may be pertinent to future legislation 

(c) Each Federal owning agency shall carry out the rules and reguletions 
promulgated by the Director, and may issue such orders and interpretstions as 
mav be desirable to carry out the policies, procedures and standards prescribed 
in this Act or in any rules or regulations promulgated by the Director. 

(d) In order to assure uniform and equitable administration of this Act and 
the rules and regulations issyed there inder, the Director shall constitute from 
among the personnel of the Office of Defense Mobilization a board of three persons 
to hear and decide appeals from determinestions of owning agencies on applica- 
tions for payments under section 5 The Director shall proy ide in his regulations 
the rules to govern the te,king and hearing of appeals and the time and method 
of payment, if anv, in such ceases. The decisi yn of the board with respe ‘'t to an 
appeal shell, rnless set aside or modified by the Director within thirty days, be 
final end binding on the owning agency and the appellant 

(e) Whether any particular property falls within the classification of a defense 
production fecility for purposes of this Act end whether it shall be subject to the 
provisions of section 4 or section 5 of this Act shall ordinarilv be determined by 
the ownership of the property and the use to which it is put on the first day of 
the tax vear of the State or local government concerned Any such determination 
and any payment under this Act shall be made by the Federal agency which, 
on the first day of the tax year, has jurisdiction over or administers the property 
for which the determination or payment is required 

(f) Funds and appropriations available to the owning agency for the activities 
for which the property is held or used shall be available for payments under this 
Act. Snech pavments shall be made prior to audit and settlement by the General 
Accounting Office and shall be charged only to funds or appropriations current 
at the time the tax year begins or, in the case of payments during the first twelve 
months after the effective date of this Act, from funds or appropriations current 


] 





at the time the payment is made. Refunds of overpayments shall be credited 
to the f nd or appropri tion from which payment was még cle if it is unexpired; 
otherwise, to miscellaneous rec eipts of the Treas To the extent practicable 
in lien of obtaining refunds, any overpayment may be offset against anv payment 





on the same property for a subsequent vear, but in such event, if the refund 


would otherwise be p vable into miscellaneous receipt the current fund or 
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appropriation shall be charged and miscellaneous receipts credited with the 
amount so offset. 

(g) There are hereby authorized to be appropriated such sums as may be 
necessary to enable the Director and the Federal owning agencies to carry out 
the provisions of this Act. 

(h) All functions performed under this Act shall be exempt from the operation 
of the Administrative Procedure Act of June 11, 1946 (ch. 324, 60 Stat. 237), as 
amended (5 U. 8. C. 1001-1011), except as to the requirements of section 3 of 
such Act (60 Stat. 238; 5 U.S. C. 1002). 


EFFECT ON OTHER LAWS 


Sec. 7. Insofar as the provisions of any other law are inconsistent with the 
provisions of this Act, the provisions of this Act shall be controlling. 


SEPARABILITY 


Sec. 8. If any provision of this Act, or the application thereof to any person 
or circumstance, is held invalid, the remainder of this Act, and the application 
of such provision to other persons or circumstances, shall not be affected thereby, 


EFFECTIVE DATE 


Sec. 9. This Act shall become effective on the date of its enactment. 


S. 2473—SectTion-By-SECTION ANALYSIS 


A bill to provide for payments by the Federal Government to States or local taxing units adversel 
I I ; i y 
ffected by Federal acquisition, ownership, or use of defense production facilities, to provide for the tax- 
stion_of certain Federal properties, and for other purposes 


General description 

The bill, 8. 2473, is designed to provide a continuing system for payments by 
the Federal Government to States or local taxing units adversely affected by the 
Federal acquisition, ownership, or use of defense production facilities. It would 
authorize two types of payments—ordinary ad valorem tax payments in certain 
instances and, in other cases, administratively determined payments reasonably 
related to the ad valorem taxes that might be applicable under private ownership. 

The bill reflects a general presumption that, since defense production facilities 
are of national, rather than local, interest and benefit, the property-tax costs 
associated with such properties should be borne largely by Federal taxpayers 
rather than local taxpayers. The bill would therefore provide that the Federal 
Government pay, in connection with such facilities, an appropriate share of those 
State and local government costs which are financed through the general property 
tax. 

The bill would apply in all States. It does not extend to the District of Colum- 
bia, Territories, or possessions; these units have usually been the subject of 
particular arrangements adapted to their special relationships to the Federal 
Government. 


Outline of bill 

The bill consists of 9 sections, of which the first 3 specify a short title, declare 
the general policy, and establish special definitions. Section 4 identifies the 
categories of properties which are to be subject to ordinary ad valorem taxation, 
Section 5 establishes a system of administratively determined payments covering 
those defense production facilities which are not subjected to taxation. Section 
6 assigns responsibilities for the administration of the law, provides for appeals 
by State or local governments from the decisions of property-owning Federal 
agencies, requires periodic reports, and otherwise governs the general adminis- 
tration of the policies set forth in the bill. The final three sections specify 
the relationship to other laws, the separability of provisions in this bill, and the 
effective date. 


Section 1. Short title 
The short title is the ‘Act for Payments to Local Taxing Authorities.” 


Section 2. Declaration of policy 
The first subsection of the declaration of policy states the broad, general 
objective of the bill. This objective is to avoid, insofar as feasible, inequities in 


ol 
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tax burdens between State, local and Federal taxpayers arising from the acquisi- 
tion, ownership, or use of defense production facilities by the Federal Government. 
Inasmuch as Federal property of this type tends to be concentrated in particular 
localities, these holdings may impose burdens upon the local taxpayers through 
reduction of the property tax base or through special requirements for local 
government service engendered by the defense production facilities. Since the 
holdings are devoted to national ends, it seems appropriate that the costs be 
spread over the taxpayers of the Nation. The objective of this bill therefore is to 
establish a system of payments which as far as is practicable will prevent inequity 
from arising in connection with Federal property. 

Subsection (b) is a policy declaration to State and local governments that, in 
consideration of the payments provided under this bill, there should be no denial 
to the Federal defense production facility or its employees or residents, or their 
families, of the services ordinarily rendered by the State or local governments. 
Although a pronouncement of this kind cannot by itself have a mandatory effect, 
@ provision in subsection 5 (b) would preclude making payments under section 5 
to State or local governments which deny their usual services to the Federal 
property or the residents or workers on the property. 

Section 3. Definitions 

Some words and phrases used in the bill are defined restrictively or used in a 
special sense. Attention is directed particularly to the following: 

The category of “defense production facilities” is defined to comprise property 
which meets two conditions: (1) The title is in the Federal Government or the 
property, by reason of its use by the Federal Government, is not subject to taxes 
of general application levied by local taxing units, and (2) the property is acquired, 
owned, or used for industrial or commercial purposes connected with national 
defense. Moreover, two groups of properties which might otherwise fall within 
this definition are expressly excluded; these are (1) property owned or used by the 
Atomic Energy Commission for purposes of the Atomic Energy Act of 1946, as 
amended, and (2) materials acquired, owned, or used by the Federal Government 
for the strategic and critical stockpile. 

Several terms used in the foregoing definition are themselves specially defined. 
These are “‘national defense,” “property,” ‘industrial or commercial,” “acquire,” 
and ‘‘tax.”’ 

“National defense” is defined substantially as in the Defense Production Act 
and the Defense Housing and Community Facilities and Services Act. It means 
operations or activities of the Armed Forces or any other Government depart- 
ment or agency directly or indirectly and substantially concerned with the national 
defense, or operations and activities in connection with the Mutual Defense 
Assistance Act of 1949, as amended. 

‘“‘Property’”’ includes both real estate and certain specified types of personal 
property. Machinery, inventories, raw materials, goods in process, products, and 
components are among the items included in ‘“‘property.”’ 

“Industrial or commercial” refers to certain specified types of activities or to 
properties the ownership or use of which involves such activities. The activities 
referred to are those involving primarily the processes of mining, manufacture 
fabrication, repair, generation of electrical energy, or any similar process, includ- 
ing storage or transportation within or on the property, or the sale or resale, rent, 
or lease of commodities or the sale of services, including storage within or on 
the property. 

“Acquire” means to vest title in the Federal Government by purchase, exchange, 
condemnation, donation, devise, revestment, or bequest. 

“Tax” is used, unless the context indicates otherwise, to mean a levy of general 
application upon property according to value—i. e., the general or classified prop- 
erty tax on which most local governments in the United States rely as their chief 
source of tax revenue. ‘Taxation’? means the imposition of such a tax. ‘Tax 
year” is defined by reference to local tax assessment or tax lien dates. 

Also defined in section 3 are such terms as ‘‘Federal,” “owning agency,” “State,” 
‘Jocal government” or “‘local taxing unit,” and “average effective tax rate.” 


Section 4. Consent to State and local taxation 

Section 4 grants consent to State and local governments to impose their prop- 
erty taxes on defense production facilities which fall within one of the following 
categories: 

(1) Property acquired since June 30, 1950, in order to protect the financial 
interest of the Federal Government in connection with loans or contracts of insur- 
ance or guaranty or contracts for procurement for national defense. This prop- 
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erty may be taxed while held pending disposition or until it is put to permanent 
use by the Federal Government. If it is put to permanent use as a defense pro- 
duction facility, any further payments will then be determined by its classification 
in accordance with the provisions of the act 

(2) Property leased or sold by conditional sale to taxable persons. In this 


case, the Federal interest may be taxed if the defense production facility is not 














otherwise subject to State or local taxation 

(3) Defense production facilities which have been taxable since June 30, 1950, 
or Ma\ hecome taxable hereafter but which would not continue subject to taxation 
if this consent vere not giver This subsection refers primarily to properties 
which have been taxable, or may become taxable, because of their owners! ip bv a 
taxable Government corporatio! such as the Reconstruction Finance Corpora 








tion, but whi ure aken from the tax rolls by transfer of title, administration, or 
use t a nontaxal Government agency, even though the property continues 
to be used as a defense production facilits In effect, this provision directs that 


where consent has previously been given for the taxation of a particular property 
ind it was subject to taxation after June 30, 1950, tré ‘s of title or adminis- 
agencies should not operate to withdraw the 
consent as long as the property continues to be a Federal defense production 








tratir urisdiction among Federa 


The date of June 30. 1950. is used to approximate the beginning of the Korea 

tion and the subsequent expansion of the defense program 

Property in these three categories may be taxed to the same extent and in the 

same manner according to its value as if it were privately owned The assessed 
' } 


valuation on which the tax is 
value than is used by assessing authorities in valuing property generally for tax 


ased is to re present no greater percentage of true 


purposes within the taxing jurisdiction (ny special tax treatment accorded to 
other similar property is to be applied to this Federal property 

If it should be necessary to withhold payment of taxes pending negotiation of 
the assessment or for other reasons, the Federal Government will not be subject 
to penalties for late payment, nor may its property be subjected to any lien, 





foreclosure, or other proceedings It appears that such an immunity from penal- 
ties would extend to the Federal Government even if it were not expressly provided 
in the bill, but the saving clause is included to avoid possible controversy with 
local officials [ ler some circumstances, however, payment of penalties might 
he to the advantage of the Federal Government Therefore, the subsection 
nakes such payment optional with the owning agency 





Section 5. Payments on tax-exempt properties 

a ‘nts may be made under section 5 for any defense production facili- 
tie re not made subject to taxation by section 4. Expressly exempted, 
however, are (1) any defense production facility acquired or constructed by the 
Federal Government prior to July 1, 1950, and (2) any defense production facility 
vhich, if in private ownership, would be tax-exempt under the Constitution or 
laws of the State of location 


Che date of Ju 1, 1950, which establishes the same dividing line as the date of 
June 30. 1950. ed in section 4, is used to approximate the beginning of the 
Korean action and the subsequent expansion of the defense program. 

b) In general, the State or local governments will be eligible for annual pay- 





ments on property subiect to the provisions of this seetion A State or local 
government would not be eligible for payments, however, it if discriminates against 
the defense production facility or its residents or workers or their families in the 


wav in which it provides, or withholds, the usual governmental services. 


The amount of each payment under ‘tion 5 will be determined by the Federal 


owning agenev in accordance with general rules and regulations to be issued under 





this act 


Che payments will be based upon the following considerations: 


1) Taxes charged against the property for the last 2 vears during which it 
was in taxable ownership. In the case of property which has been in Federal 
ownership for more than 5 vears, this factor may be omitted to avoid the difficulty 
of searching old tax records to ascertain the amount of taxes charged. 


») The amount of tax which would currently be payable on account of the 





property, if it were taxable Improvements to real property made by the Federal 
Government after its acquisition are omitted from this calculation; they are con- 

leced i third factor Chis “‘eurrent tax equivalent” is to be determined 
by applving the average local ‘‘effective tax rate’’ to a current fair valuation esti- 
mated by the Federal owning agency; the ‘effective’ rate is used to adjust for 


differences between the assessed and fair values of taxable properties generally in 
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any taxing jurisdiction. To simplify administration, this 
required oftener than once in 5 years 

(3) The amount of tax which would currently be payable on the value of im 
provements to real estate made by the Federal Government after sequisition of 
the real estate. Where improvements made on or after July 1, 1950, are in the 
nature of partial or total replacements of improvements made by the Federal 
Government prior to that date, only the net increment of provements is to be 
considered. This ‘‘current tax equivalent” is to be determined by applving the 
average local ‘‘effective tax rate’’ for real estate to the value of the Federal im 
provements The 5-year interval between redeterminations is omitted, 
since improvements may be added from year to vear 

(4) The extent, if anv, to which the property is in the control or custody or is 
used bv a privat » operator, contractor, agent, or person In some instances, the 
operating arrangements for defense-production facilities may make 
to private property, with onlv the legal title in the Fede 


determination is not 





howevel! 


It tantamount 
al Government. This 
fact mav have a bearing on the amount of payinent to be made 

(5 Additional expendivures which may be required of the applicant 
local government for providing services to the defense-production facility 
workers or residents and their families 

6) Two types of aid which may be rendered by the Federal 
The first is the value of any local-type services provided b: Federal Govern- 
ment as an incident to its activities This value is to be measured by the cost, to 
the State or local government of rendering like services The second type of aid 
is any provision of financial assistance which may be given for constructing or 
operating local schools or defense community facilities and services, as provided 
in certain other Federal laws. Either type of aid may warrant a credit against 
the payment otherwise computed. 
(7) Any other facts relevant to a fair determination 

The factors listed in subsection 5 (b) do not constitute a formula, 
intended to represent the considerations upon which the amount of 
will be based. In some cases only one of these factors will be relevant to a 
determination for a specific defense-production facility In other cases several 
of the listed factors will be germane In _" e cases there will be facts other than 
those listed in this subsection which should be taken into account in adapting the 
provisions of this bill to a particular Federal property ownership situation, in 
order to carry out the policy of this legislation. However, since this section is 
intended to operate within the framework of a property tax system, it is not 
contemplated that ‘other facts relevant”’ will include indirect benefits to th 
locality such as larger payrolls, increased consumer expenditures, or larger collec- 
tions from sales and income taxes which might be attributable to the 
of a defense-production facility 


(c). If any nonpower properties of the Tennessee Valley Authority should 


State or 
, and 


Government 


but are 
a payment 





operat 10DS8 


qualify as ‘ ‘defense-production facilities,’ they would be subject to the provisions 
of this act. No change is proposed in the present provisions of the Tenn 
Valley Authority Act which require payments of a percentage of gross 
from electric power to State and local governments where the power properties ar¢ 
located. If any payments are made on nonpower defense-production facilities 
under this act, the y will be additional to the revenue-sharing under the TVA law 


(d) The application of any State or local government for a payment, under 
section 5 may be made by it directly or throug oh the officer administering its tax 
on real property. This provision is intended to simplify administration by 
encouraging the various local governments having a defense-production facility 
within their boundaries to file their applications together, through their common 
tax assessor, tax collector, or other official administering the property tax. The 
applications are to be submitted to the Federal owning agencies and are subject 
to rules and regulations to be issued under the act 





ssee 


proceeds 





(¢ \ payment under section 5 may be made only upon an application filed not 
later than 60 days after the beginning of the tax year to which the payments 
relate. The bill provides, however, that dt ing the first 6 months after its effec- 
tive date applications shall be accepted relating to the first tax year which begins 


after June 30, 1953. 

(f) Upon application by a State or local government, each Federal agency 
will decide the amount of the payment, if any, on its defense production facility 
under this section Decisions on applications for payments, and any payment 


based upon such applications are to be made by the eighth month of the tax year 
to which the payments apply, or by the date fixed by State or local law for pay 
ment of taxes if that date is later. For the first tax year which begins after 


$8123—54——2 
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June 30, 1953, however, the determinations and payments are to be made within 
6 months of the receipt of the respective applications—and, as already noted, 
subsection (e) allows 6 months from the effective date of the act for filing these 
initial applications 

The determinations of the owning agencies are final unless an appeal is filed as 
authorized in section 6, 

Payments may be made to the officer authorized by law to collect real property 
taxes for the applicant unit of government or to any other officer specified in the 
application (Although the payments are intended to be for the use of the appli- 
cant government, the act is not to be construed as limiting the authority of any 
State with respect to its local governments 


Section 6. General provisions 

a) The primary administrative responsibility under the bill is lodged in the 
Federal agencies owning or using defense production facilities. However, to pro- 
mote uniform interpretation and application of its provisions with respect to each 
Federal owning agency, the bill assigns to the Director of the Office of Defense 
Mobilization duties of general supervision and coordination 

In carrying out his functions, the Director is given the following specific powers 
and duties 

1) He shall promulgate necessary regulations and rules 

2) He shall prescribe forms for original and renewal applications for payments 
inder section 5 

3) He shall prescribe reports to be made to him by Federal owning agencies 
with respect to property under their jurisdiction and the determinations and pay- 
ments made by them under the act 

1) He shall provide for handling appeals, as further explained below. 

5) He may review the determinations of the owning agencies with respect to 
the classification of their properties and the amount of payments thereon under 
the act, insofar as he deems necessary, and he may consult with and advise the 
owning agencies with the object of promoting uniformity in the application of 
the act 

(6) He may investigate problems involved in administration of the act and 
the manner in which it is administered, and may arrange with other agencies to 
obtain basic data to aid in administration 

The review authority listed in item (5) does not extend to the revision of 
individual determinations, excepting on appeal, but is designed to provide the 
Director with a factual basis for his directions and advice to the owning agencies 
and for his reports. The basic data referred to in item (6) might relate, for 
example, to methods of property appraisal, information about standard construc- 
tion costs, or indexes of changing costs and values, local property assessment 
ratios, and other information which, in the Director’s judgment, it would be 
desirable for him to provide to the agencies in the interests of economy or equity. 

(6) As a basis for evaluating the operations and effects of the legisiation, provi- 
sion is made to require annual reports by the Director to the President and for a 
more extensive report, with recommendations pertinent to future legisiation, to 
be submitted to the President not later than 3 years after the effective date of 
the act, for transmittal to the Congress. The annual reports are to include a 
report on applications received and payments made, as well as other supporting 
data that will assist in interpreting and appraising the operation of the act. 

(c) Each Federal agency is directed to carry out the rules and regulations 
promulgated by the Director and may issue such orders and interpretations 
relative to its own operations as may be desirable to make effective policies, 
procedures, and standards prescribed in the act or by the Director. 

(d) Further to assure uniformity and equity, the Director is required to con- 
stitute a board of three persons to hear and decide appeals from determinations 
made by the owning agencies on applications for payments under section 5. The 
board members are to be appointed from among the personnel of the Office of 
Defense Mobilization; in this way, it is anticipated that they will be availabie for 
other duties if less than their full time is required for appeals. The rules govern- 
ing the appeals and the time and method of payment, if any, in appealed cases 
are to be provided for in the regulations promulgated by the Director. Decisions 
by the appeals board are to be final, binding both the owning agency and the ap- 
pellant, but a decision may be set aside or modified by the Director if he acts within 
30 days. 

(e) Questions of classification will arise at two major levels—(1) whether any 
particular property is a defense production facility or is outside that classification, 
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and (2) if it is within the general category, whether it is subject to the tax-payment 
provisions of section 4 or the system of administratively determined payments 
prescribed in section 5. Ordinarily, these questions are to be determined by the 
ownership of the property and the use to which it is put on the first day of the 
tax year of the State or local government concerned. The determination, as well 
as any payment under the act, is to be made by the Federal agency which has 
jurisdiction over or administers the property on the first day of the tax year 
involved. 

(f) Payments are to be made by each owning agency from appropriations or 
other funds available to it for the activities for which the property is held or used. 
Any overpayment is to be offset against payments otherwise due the same State or 
local government in subsequent years. If refunds are received, they are to be 
credited if possible to the fund or appropriation from which payment was made; 
otherwise, to miscellaneous receipts. 

(g) Authority is provided for appropriation of such sums as may be necessary 
to enable the Director and the Federal owning agencies to carry out the provisions 
of the act. 

(h) Payments under section 5 are to be administratively determined and pre- 
a would be governed by the Administrative Procedure Act in the absence 
of a specific exe mption. Since these payments are to be made as a matter of 
grace and provision is made for appeals to an administrative board outside the 
owning agency, it is not necessary to subject the decisions of the Federal agencies 
to judicial review and the other formal procedures of the Administrative Procedure 
Act. It would be inappropriate to apply these procedural requirements to the 
consent to taxation in section 4, since the Federal agencies will be in the role of 
taxpayers, with the same rights of administrative and judicial review in local and 
State tribunals as may be accorded to other taxpayers by the laws of the several 
States. 

Accordingly, all functions performed under this bill are to be exempt from the 
operation of the Administrative Procedure Act, as amended, except as to the 
public information requirements of section 3 of that act. The applicable section 
specifies the kinds of rules that agencies shall state or publish, requires that 
appropriate matters of official record shall be made available to properly inter- 
ested persons, and requires that rulings and orders either be published or otherwise 
made available to public inspection. 


Section 7. Effect on other laws 

Excepting for any defense-production facilities for which consent to State or 
local taxation has heretofore been given expressly by Federal statute, most of 
the Federal properties to be affected by this law are covered by the constitutional 
immunity of the Federal Government from taxation. The immunity is referred 
to and reaffirmed in section 2. This bill has the effect, of course, of waiving the 
constitutional immunity in certain circumstances. It further provides, in sec- 
tion 7, that, insofar as the provisions of any other law are inconsistent with the 
provisions of this act, this act shall be controlling. 


Section 8. Separability 

This section contains the customary provision to the effect that the invalidity 
of any provision of the act or the application thereof to any person or circumstance 
shall not affect the remainder of the act nor the application of such provision to 
other persons or circumstances. 
Section 9. Effective date 

The act is to become effective on the date of its enactment. 





(H. R. 5605, 83d Cong., 2d sess.] 


AN ACT To amend the Federal Property and Administrative Services Act of 1949 to provide for payment 
of taxes or payments in lieu of taxes with respect to real property transferred from Government corpora- 
tions to other agencies of the Federal Government. 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the table of contents contained in the first 
section of the Federal Property and Administrative Services Act of 1949 is amend- 
ed by inserting immediately below ‘Src. 605. Effective date.’’ the following new 
matter: 
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itLE VII—TAXATION BY LocaL TAXING AUTHORITIES 


“See. 701. Declaration of policy 


“Sec. 702. Definitions 

“Sec. 703. Taxation of property of Government corporatior 

**Sec. 704. Taxation of property transferred from Government corporations 
“Sec. 705. General provisions 


**Sec. 706. Effective date and expiration of this tith 


Sec. 2. Such Act is further amended by adding at the end thereof the following 
new title: 


“TITLE VII—TAXATION BY LOCAL TAXING AUTHORITIES 
““DECLARATION OF POLICY 


“Src. 701. The Congress recognizes that the transfer of real property having a 
taxable status from a Government corporation to another Government ageney 
often operates to remove such property from the tax rolls of local taxing authori 
ties, thereby creating an undue and unexpected burden upon such local taxine 
authorities and causing disruption of their operations. It is the purnvose of this 
title to furnish temporary measures of relief for such local taxing authorities by 
providing that when property having a taxable status is so transferred by a Gov 
ernment corporation, for the duration of this title such property shall be subject 
to taxation by local taxing authorities while it is leased for commercial purposes, 
and in certain other cases, payments in lieu of taxes shall be made with respect to 
such property, regardless of subsequent transfers of such property among agencies 
of the Federal Government. 

““DEFINITIONS 


“Sec. 702. As used in this title 
‘“‘(a) the term ‘State’ means the several States, Alaska, Hawaii, and the 
District of Columbia; 

b) the term ‘real property’ means land, and includes those improve 
ments on land and interests in land which, for the purposes of taxation, are 
characterized as real property by the State in which the land is located; 

c) the term ‘local taxing authority’ means a State, county, municipality, 
or other subdivision of a State, county, or municipality, which subdivision 
has authority to levy and collect taxes upon real property 

d) the terms ‘tax’ and ‘taxation’ include special assessments 

e) the term ‘Government corporation’ means the Central Bank for 
Cooperatives and Regional Banks for Cooperatives; Commodity Credit 
Corporation; Federal Farm Mortgage Corporation; Federal Home Loan 
banks; Federal Land Banks; Federal Nationa! Mortgage Association; Federal! 
Savings and Loan Insurance Corporation; Production Credit Corporation 
and the Reconstruction Finance Corporation; and such term includes any 
corporation (1) which is incorporated after the effective date of this title by 
or under an Act of Congress, and (2) which is owned or controlled by the 
Federal Government; and 

“(f) the term ‘Federal Government’ includes any Government corporation 


“TAXATION OF PROPERTY OF GOVERNMENT CORPORATIONS 


“Sec. 703. When a Government corporation is incorporated after the effective 
date of this title, unless specifically provided otherwise, all real property owned by 


such Government corporation shall be subject to taxation bv local taxing author 
ities to the same extent according to its value as other real property. 


“TAXATION OF PROPERTY TRANSFERRED FROM GOVERNMENT CORPORATIONS 


‘Sec. 704. (a) When real property which is taxable by local taxing authorities 
is transferred from a Government corporation to any department, agency, o1 
other instrumentality of the Federal Government, during al! periods in which the 
real property is leased for commercial purposes, such real property shall remain 
subject to taxation bv local taxing authorities to the same extent according to 
its value as other real property is taxed, notwithstanding such transfer or any 
subsequent transfer of such property to a department, agency, or other instru 
mentality of the Federal Government. 

“(b) In the case of real property which is taxable by local taxing authorities 
and which is transferred from a Government corporation to any department, 
agency, or other instrumentality of the Federal Government, so long as the Federal 
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ownership of such real property continues, the Federal Government shall make 
payments in lieu of taxes with respect to such real property for all periods during 
which such real property is not subject to taxation under subsection (a). The 
payments in lieu of taxes shall equal the amounts which would be payable as 
real property taxes if the real property were privately owned, less appropriate 
deductions (1) for benefits to local taxing authorities arising out of the operations 
of the Federal Government with respect to such real property (including payments 
of a portion of the revenue derived from the use or products of such real property), 
and (2) for the cost to the Federal Government of furnishing services with respect 
to such real property which are normally furnished by local taxing authorities. 

‘(c) This section shall take effect as of June 22, 1948, except that no taxes shall 
be paid, or payments in lieu of taxes made, for any period prior to the effective 
date of this title 

‘GENERAL PROVISIONS 


‘Sec. 705. (a) The Federal Government shall not be subject to penalties or 
penalty interest nor shall its property (including rights of action) be subject to 
Any lien, foreclosure, garnishn ent, or other proce edings because of its nonpay- 





ment or failure to make timely payment of taxes on real property; nor shall any 
subsequent purchaser be liable for such penalties or penalty i 
‘*(b) No payments in lieu of taxes shall be made under this title with respect 
to any real property of the following types 
‘(1) Real property which is taxable by local taxing authorities under other 
provisions of law, or with respect to which payments in lieu of taxes are payable 
under other provisions of law 
2) Real property used or held primarily for purposes for which property 
under private ownership would be exempt from taxation under the constitution 
or laws of the State where the property is located 
(3) Real property used or held primarily for services to the local publie, 
including but not limited to the following: Defense installations; courthouses; 
post offices, and property incidental to postal operations; federally owned airports 
maintained and operated by the Civil Aeronautics Administration 
‘*(4) Office buildings and facilities which are inci. ‘ntal to or an integral part 
of the properties described in this subsection 





‘EFFECTIVE DATE AND EXPIRATION OF THIS TITLI 


‘Sec. 706. This title shall take effect on January 1, 1954, and shall expire on 
December 31, 1956.’’ 
Passed the House of Representatives April 26, 1954 
Attest: 
LYLE O. Snaper, Clerk 


H. Rept. No. 1217, 83d Cong., 2d ses 


The Committee on Government Operations, to whom was referred the bill 
(H. R. 5605) to amend the Federal Property and Administrative Services Act of 
1949 to provide that transfers of real property from certain Government corpora- 
tions to other Government agencies shall not operate to remove such real property 
from local tax rolls, having considered the same, report favorably thereon with 
amendments and recommend tbat the bill, as amended, do pass 

The amendments are as follows 

Strike out all after the enacting clause and insert in lieu thereof the following 
language: 

“That the table of contents contained in the first section of the Federal Property 
and Administrative Services Act of 1949 is amended by inserting immediately 
below ‘Src. 605. Effective date.’ the following new matter 


“<*TirLe VII—TAXATION BY LOCAL TAXING AUTHORITIES 


* See. 701. Declaration of policy 

‘See. 702. Definitions 

‘Sec. 703. Taxation of property of Government corporations 

‘Sec. 704. Taxation of property transferred from Government corporatior 
‘Sec. 705. Genera] provisions 


‘Sec. 706. Effective date and expiration of this title 


“See. 2, Such Act is further amended by adding at the end thereof the fcllowing 
new title: 











16 PAYMENTS IN LIEU OF TAXES 


“*TITLE VII—TAXATION BY LOCAL TAXING AUTHORITIES 


“c 


“DECLARATION OF POLICY 


“ 


‘Sec. 701, The Congress recognizes that the transfer of real property having a 
taxable status from a Government corporaticn to another Government agency 
often operates to remove such property from the tax rolls of local taxing authorities, 
thereby creating an undue and unexpected burden upon such local taxing authori- 
ties and causing disruption of their operations. It is the purpose of this title to 
furnish temporary measures of relief for such local taxing authorities by providing 
that when property having a taxable status is so transferred by a Government 
corporation, for the duration of this title such property shall be subject to taxation 
by local taxing authorities while it is leased for commercial purposes, and in certain 
other cases, payments in lieu of taxes shall be made with respect to such property, 
regardless of subsequent transfers of such property among agencies of the Federal 
Government. 
“DEFINITIONS 

“Sec. 702. As used in this title 

‘**(a) the term ‘‘State’”? means the several States, Alaska, Hawaii, and the 
District of Columbia; 

“(b) the term “real property’’ means land, and inciudes those improve- 
ments on land and interests in land which, for the purposes of taxation, are 
characterized as real property by the State in which the land is located; 

‘“-(e) the term “locai taxing authority” means a State, county, municipality, 
or other subdivision of a State, county, or municipasity, which subdivision 
has authority to tevy and collect taxes upon real property; 

**(d) the terms “tax” and ‘‘taxation”’ include special assessments; 

‘(e) the term ‘‘Government corporation”? means the Central Bank for 
Cooperatives and Regional Banks for Cooperatives; Commodity Credit 
Corporation; Federal Farm Mortgage Corporation; Federal Home Loan 
banks; Federal Land Banks; Federal National Mortgage Association; Federal 
Savings and Ioan Insurance Corporation; Production Credit Corporation; 
and the Reconstruction Finance Corporation; and such term includes any 
corporation (1) which is incorporated after the effective date of this title by 
or under an Act of Congress, and (2) which is owned or controlled by the 
Federal Government; and 

*« “(f) the term “Federal Government”’ includes any Government corporation, 


fee 


TAXATION OF PROPERTY OF GOVERNMENT CORPORATIONS 
‘Sec. 703. When a Government corporation is incorporated after the effective 
date of this title, unless specifically provided otherwise, all real property owned 
by such Government corporation shall be subject to taxation by local taxing 
authorities to the same extent according to its value as other real property 


tee 


TAXATION OF PROPERTY TRANSFERRED FROM GOVERNMENT CORPORATIONS 


‘Src. 704. (a) When real property which is taxable by local taxing authorities 
is transferred from a Government corporation to any department, agency, or other 
instrumentality of the Federal Government, during all periods in which the real 
property is leased for commercial purposes, such real property shall remain subject 
to taxation by local taxing authorities to the same extent according to its value 
as other real property is taxed, notwithstanding such transfer or any subsequent 
transfer of such property to a department, agency, or other instrumentality of 
the Federal Government. 

“*(b) In the case of real property which is taxable by local taxing authorities 
and which is transferred from a Government corporation to any department, 
agency, or other instrumentality of the Federal Government, so long as the 
Federal ownership of such reai property continues, the Federal Government shall 
make payments in lieu of taxes with respect to such real property for all periods 
during which such reat property 1s not subject to taxation under subsection (a). 
The payments in lieu of taxes shall equal the amounts which would be payable as 
real property taxes if the real property were privately owned, less appropriate 
deductions (1) for benefits to local taxing authorities arising out of the operations 
of the Federal Government with respect to such real property (including payments 
of a portion of the revenue derived from the use or products of such real property), 
and (2) for the cost to the Federal Government of furnishing services with respect 
to such real property which are normally furnished by local taxing authorities. 


oe 
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***(¢) This section shail take effect as of June 22, 1948. except that no taxes 
shall be paid, or payments in lieu of taxes made, for any period prior to the 
effective date of this title. 

‘““GENERAL PROVISIONS 

“Sec. 705. (a) The Federal Government shall not be subject to penalties or 
penalty interest nor shall its property (including rights of action) be subject to 
any lien, foreclosure, garnishment, or other proceedings because of its nonpayment 
or failure to make timely payment of taxes on real property; nor shall any subse- 
quent purchaser be liable for such penalties or penalty interest. 

‘“*(b) No payments in lieu of taxes shall be made under this title with respect to 
any real property of the following types 

***(1) real property which is taxable by local taxing authorities under other 
provisions of law, or with respect to which payments in lieu of taxes are 
payable under other provisions of law; 

***(2) real property used or held primarily for purposes for which property 
under private ownership would be exempt from taxation under the constitu- 
tion or laws of the State where the property is located; 

‘***(3) real property used or held primarily for services to the local public, 
including but not limited to the following: defense installations; courthouses; 
post offices and property incidental to postal operations; federally owned 
airports maintained and operated by the Civil Aeronautics Administration; 

***(4) office buildings and facilities which are incidental to or an integral 
part of the properties described in this subsection. 


‘““SFFECTIVE DATE AND EXPIRATION OF THIS TITLE 


‘Sec. 706. This title shall take effect on January 1, 1954, and shall expire on 
December 31, 1956.’ ”’ 

Amend the title so as to read: 

‘A bill to amend the Federal Property and Administrative Services Act of 1949 
to provide for payment of taxes or payments in lieu of taxes with respect to real 
yroperty transferred from Government corporations to other agencies of the 
Federal Government.” 


PURPOSE 


The purpose of the bill (H. R. 5605) is to furnish temporary measures of relief 
for local taxing authorities by providing that when real property having a taxable 
status is transferred by a Government corporation to another Government 
agency, until December 31, 1956, such property shall be subject to taxation by 
local taxing authorities while it is leased for commercial purposes, and in certain 
other cases, payments in lieu of taxes shall be made with respect to such property, 
regardless of subsequent transfers of such property among agencies of the Federal 
Government. This bill will thus afford temporary protection to State and local 
taxing authorities against loss of taxes pending the passage of comprehensive 
legislation by Congress on tax problems relating to State and local taxing 
authorities. 


HEARINGS 


The special subcommittee on H. R. 5605 met on July 20 and 21, 1953, to con- 
sider H. R. 5605. Testimony and statements were given by— 

Hon. Jeffrey P. Hillelson. 

Hon. George Meader. 

Hon. Steven B. Derounian. 

W. E. Reynolds, Commission of Public Buildings, General Services Admin- 
istration. 

T. L. Peyton, Director, Surplus Real Property Division, Public Buildings 
Service, General Services Administration. 

Randy H. Hamilton, director of Washington office, American Municipal 
Association. 

Mayor Claude E. Porter, Adrian, Mich. 

Mayor John E, Dabney, St. Paul, Minn. 

Archie O. Wallace, Madison Agricultural School, Adrian, Mich. 

Keith L. Seegmiller, secretary-treasurer, National Association of County 
Officials. 

Lawson B. Knott, Jr., legislative attorney, Office of the Chief of Engineers, 
Department of the Army. 
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Che testimony furnished by the above-named witnesses was generally in favor 
of H. R. 5605. with the exception of that of Mr. Revnolds and Mr Peyton of the 
General Services Administration, who proposed certain amendments to the bill, 
and Mr. Lawson B. Knott. Jr _ of the Department of the Army, who indicated 
that the Department of Defense opposed the legislation because of the adverse 
impact which the legislation would have on the budget of the Department of 
Defense Many of the witnesses stressed the necessity for more comprehensive 
legislation but, in general, endorsed H. R. 5605 as legislation which is immediately 
needed for stopgap purposes and as a step in the right direction 

lhe witnesses representing the municipalities and counties testified that, unless 
relief was granted them bv the passag > of this temporary legislation, they would 
not be able to meet their fiscal obligations Many municipalities have planned 
their fiscal budgets and incurred fiscal obligations depending upon the continua- 
tion of collecting taxes from certain real properties, mainly industrial properties 








which were owned by Government corporations and subject to local taxation 
As a result of the decision rendered v the United States Court of Claims on 
July Ld. 1952 i! the case of the Boa d of County Commissioners of Seda pick 
Cour e of Kansas v. United States and a ruling by the Comptroller General 
f the United States on October 6, 1952, certain real properties that had formerly 
been subject to local taxation have now been rendered nontaxable by the local 
authorities The decisions of the Court of Claims and the Comptroller General 
have caused hardship for many municipalities 
The ar al budgets and fiscal affairs of the local authorities were disrupted as 
a re t of the Sedgwick decisior This case was decided in the mi Idle of the vear 
and tt iN the local authorities had cor templated they would collect were 
1 j eY 
| t tnesses for the 1 palities indi hat the influx of 
‘ f ese industrial plants had iced al lded on their school 
svsten fire and police departments. water systems, roads, and other municipal 
fac tie d tl necessitated the expenditure of additional funds just when the 
{ revenue had been denied them They indicated that unless this bill granting 
them temporary relief becomes law, they will be unable to meet their fiscal 
' ty 
A NCY COMMENT 
1 ted to the departments and agencies principally concerned 
for their views as to the merit and propriety of the proposed legislation The 
e reports received from these departments and agencies indicates 
in general that they do not object to the enactment of H. R. 5605, but that they 
tress the ecessitv for more comprehensive legislatior Specifie objections to 
the bill were r ed by the Department of Defense and the Comptroller General 


he United States 


tT 
The General Services Administration indicated that they had no objection to 


the enactment of the legislation subject to the following comments and to the 
aking of certain recommended changes set forth in their statement. They 
licated that the bill represents merely a partia! solution of the general problems 
sed by tl stence of federally owned property whether devoted to industrial 
s or othe Chey alled attention to the retroactive aspect of the bill. 





hey indicated that the passage of the bill would necessitate making payments 
of taxes on about 50 plants and that no funds were available to the General 
Services Administration for such purposes and supplemental appropriations would 
have to be requested from Congress. In addition they recommended three changes 





| d that, with respect to any transferred property 
denoted in the bill, any further payments be made as administrative payments 
an amount to be determined by the Federal Government) rather than as 
bligatory full taxes (in an amount determined by local authorities), except in 
ecial situation referred to in our third recommendation of change, infra. * * * 
cordinely, if the Federal Government is to enact special remedial legislation 
respec to certain defined transferred properties, we believe that the new 
Federal obligation should be established as an obligation to pay sums in lieu of 
taxes the amount whereof would be determined by giving due consideration to 
the relevant equitable factors 
‘Second, we recommend that the definition of the term ‘State’ in H. R. 5605 
be amended to exclude the District of Columbia. Federal real property in the 
District has long been the subject of special arrangements change in which, for 
t purposes of this bill, would be necessary if not, indeed, conducive to 
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“Third, we recommend that the Federal Government with respect to transferred 
taxable property leased by it to private parties consent for the duration of suct 
leases to the imposition by local authorities of taxes to the same extent and in the 
same manner as imposed on other local taxed property : 

The Bureau of the Budget, Executive Office of the President. indicated that tl 
principal criticisms applicable to the general tax problem related to acquisitions 
of real estate by the Federal Government may he summarized as follows 

1. They have been developed piecemeal, so that no Governmentwide 


uniformity or consistency of policy exists 
2. Transfers between Federal agencies may alter the local fiseal relation 
ships even though there is no alteration in other relevant cireumstances 

3. The removal of property from local tax base, through Federal acquisi 
tions and transfer to a nontaxable Federal agency, may affect local borrowing 
powers, tax-rate limits, the base for State grants-in-aid, and other fiscal ré 
lationships. 

4. The immunity of Federal property from special assistance may limit 
the feasibility of the special-assessment met! 
ments in particular instances 

The Budget Bureau indicated that IT. R. 5605 would provide 
reducing the extent of t ‘ansfers betweet 
removal of property from the local tax base, and the immunity f 
sistance The bill would not eliminate. though it would modify 


«1 for fir 





IAnCciIng loeal im} rove 






e problems arising from 





ties in the treatment of similar properties owned by different Federal agencies 
It was therefore the view of the Budget Bureau that, while the bill would effect 


some impro: ements in the present situation, it might also create some new problem 
and that the real need is for comprehensive legis’ation establishing a uniforn 
and consistent policy Governmentwide in application and permanent in form 
The Bureau of the Budget therefore concluded that. if C« ress determine that 


this bill is an appropriate vehicle for temporary relief, steps be taken at the same 
time to assure the preparation of a more systematic and adequate set of recon 
mendations as a basis for a permanent policy to be applied upon expiration of the 
temporary measure. 


The Treasury Department indicated that they were concerned with the hard 
ship caused certain localities as a result of acquisition of real estate by the Federa 
Government and the removal of such real estate from local tax rolls. They poi 
out that because of piecemeal legislation a variety of diverse provisions have beet 
enacted which result in different treatment in substantially similar situations 


They therefore suggest the urgent need for comprehensive legislation in this field 
and indicate that they are reluctant to support further piecemeal legislation i 


this area, but that in view of the fact that this bill is of a stopgap nature and wi 
expire within 3 vears after its effective date, the Treasury Department interposes 
no objection to its enactment in the expectation that comprehensive legislatio1 
will have been enacted before the expiration of this proposed bill 

The Department of Defense opposes the enactment of H. R. 5605 because of 
the adverse im pact which the legislation would have on the budget of the Dey 
ment of Defense, and because at the present time legislation of this type is bei: 
developed bv the Departn ent of Defense 

The Com ptrol er General of the United States opposes the enactment of this 
legislation as he believes that its enactment should await the recommendations 
of the newly created Commission on Intergovernmental Relations; that this 
piecen eal legislation at d that onlv comprehensive legislation relating t« Lhe 
subject should be enacted; that no reason is apparent why taxes should be payable 
as to realty owned by one of the involved Government corporations on and after 
June 22, 1948, and later transferred to an instrumentality of the Federal Gover 
ment, while no taxes would be paid as to property similarly owned prior to that 
date and transferred; that while the property transferred for the several corpora 
tions enumerated in H. R. 5€05 would be affected, properties transferred for other 
similar organizations such as the Federal Housing Administration, Federal Credit 
Unions, Home Owners Loan Corporation, Federal Deposit Insurance Corporation 
which realty is subject to State and local taxation would not be so affected; that 
they do not feel that any property located in the District of Columbia should be 
included in the proposed legislation, it being noted that the term “State”’ as defined 
in section 702 (a) includes the District of Columbia 

The Department of the Interior opposes the enactment of this legisiation as it 
believes that its enactment should await the recommendations of the newly 
created Commission on Intergovernmental Relations; that it attempts to deal 
separately with one small segment of a ma‘or problem which is actually indivisi 
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ble; that a general policy for the Federal Government with respect to the taxation 
of acquired lands should be established; and that this is piecemeal legislation and 
only comprehensive legislation relating to the subject should be enacted. 


COMMITTEE ACTION 


The testimony and statements submitted in connection with this bill clearly 
indicated the necessity and desirability of further and more complete study of the 
tax relations of the Federal Government with State and other local taxing au- 
thorities. There can be no question but that the real need is for comprehensive 
legislation covering this problem, which would establish a uniform and consistent 
policy, governmentwide in application, and of a permanent nature. 

As a result of the decision by the United States Court of Claims in the Sedgwick 
County, State of Kansas v. United States case and the Comptroller General’s 
decision rendering certain real property nontaxable by local authorities, a hardship 
has been placed on the municipal governments. Some measure of relief should be 
granted these municipalities by the passage of this bill. 

The amendments made by the committee will permit taxation by local taxing 
authorities during periods in which the real property is leased for commercial 
purposes or payments in lieu of taxes in cases where the property is transferred 
from a Government corporation to a department, agency, or other instrumentality 
of the Federal Government. 

The arguments advanced by the executive departments in opposition to the 
enactment of this bill, although meritorious, do not in the judgment of the com- 
mittee outweight the hardships imposed on municipalities through the loss of tax 
revenues if immediate relief is not granted by the passage of this legislation, rather 
than awaiting the enactment of more comprehensive legislation. 


CHANGES IN Existinc LAw 


In compliance with clause 3 of rule XIII of the Rules of the House of Repre- 
sentatives, changes in existing law made by the bill, as introduced, are shown as 
follows (new matter is printed in italics, existing law in which no change is proposed 
is shown in roman): 


“FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES 
ACT OF 1949 
“Snort TitLe 
“That this Act may be cited as the ‘Federal Property and Administrative 
Services Act of 1949’, 
“TABLE OF CONTENTS 
* * * * * * * 
“TrtLE VI—GENERAL PROVISIONS 
* + * * * * * 
‘Sec. 605. Effective date. 
“TrrLte VII—TAXATION BY LOCAL TAXING AUTHORITIES 
“Sec. 701. Statement of policy. 


"Sec. 7062. Definitions. 
“*Sec. 708. Taxation of property of Government corporations. 


+ 


“Sec. 704. Taration of property transferrea from Government corporations, 
“Sec, 705. General provisions 
“*Sec. 706. Effective date and erpiration of this title. 


7 * * * * * + 
“TITLE VII—TAXATION BY LOCAL TAXING AUTHORITIES 
“DECLARATION OF POLICY 


Sec. 701. The Congress recognizes that the transfer of real property having a taxable 
status from a Government corporation to another Government agency often operates to 
remove such property from the tax rolls of local taxing authorities, thereby creating an 
undue and unexpected burden upon such local taxing authorities and causing dis- 
ruption of their operations. Its the purpose of this title to provide that when property 
having a taxable status is so transferred by a Government corporation, such property 
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shall remain subject to taxation by local taxing authorities, regardless of subsequent 
transfers of such property among agencies of the Federal Government. 


“DEFINITIONS 


“Sec. 702. As used in this title— 

(a) the term ‘State’? means the several States, Alaska, Hawaii, and the 
District of Columbia; 

“(b) the term “real property’’ means land, and includes those improvements on 
land and interests in land which, for the purposes of taxation, are characterized as 
real property by the State in which the land is located; 

“(c) the term “‘local taxing authority’’ means a State, county, municipality, or 
other subdivision of a State, county, or municipality, which subdivision has 
authority to levy and collect taxes upon real property; 

““(d) the terms ‘‘tax’”’ and “taxation” include special assessments; 

“(e) the term ‘Government corporation” means the Central Bank for Coopera- 
tives and Regional Banks for Cooperatives; Commodity Credit Corporation; 
Federal Farm Mortgage Corporation; Federal Home Loan banks; Federal Land 
Banks; Federal National Mortgage Association; Federal Savings and Loan 
Insurance Corporation; Production Credit Corporation; and the Reconstruction 
Finance Corporation; and such term includes any corporation (1) which is 
incorporated after the effective date of this title by or under an Act of Congress, 
and (2) which is owned or controlled by the Federal Government; and 

“(f) the term ‘Federal Government” includes any Government corporation. 


“TAXATION OF PROPERTY OF GOVERNMENT CORPORATIONS 


“Sec. 703. When a Government corporation is incorporated after the effective date 
of this title, unless specifically provided otherwise, all real property owned by such 
Government corporation shall be subject to taxation by local taxing authorities to the 
same extent according to its value as other real property. 


“TAXATION OF PROPERTY TRANSFERRED FROM GOVERNMENT CORPORATIONS 


Sec. 704. (a) When real property which is taxable by local taxing authorities is 
transferred from a Government corporation to any department, agency, or other 
instrumentality of the Federal Government, such real property shall remain subject to 
taxation by local taxing authorities to the same extent according to its value as other 
real property is taxed, notwithstanding such transfer or any subsequent transfer of 
such property to a department, agency, or other instrumentality of the Federal Govern- 
ment. 

**(b) In the case of any real property which— 

(1) was owned on or after June 22, 1948, by a Government corporation or any 
subsidiary thereof; 
(2) was transferred prior to the effective date of this title to any department, 
agency, or other instrumentality of the Federal Government; and 
““(3) is owned by the Federal Government on the effective date of this title; 
such real property shall be taxable by local taxing authorities to the same extent accord- 
ing to its value as other real property is taxed, notwithstanding such transfer or any 
subsequent transfer of such property to a department, agency, or other instrumentality 
of the Federal Government. No taxes shall be paid under this subsection for any 
period prior to the effective date of this title. 

““(c) No payments in lieu of taxes shall be made to any local taxing authority with 

respect to any real property which is subject to taxation by such local taxing authority. 


“GENERAL PROVISIONS 


“Sec. 705. (a) The Federal Government shall not be subject to penalties or penalty 
interest nor shall its property (including rights of action) be subject to any lien, 
foreclosure, garnishment, or other proceedings because of its nonpayment or failure 
to make timely payment of taxes on real property; nor shall any subsequent purchaser 
he liable for such penalties or penalty interest. 

“(b) The Federal Government shall be exempt from any taxes on real property 
which is devoted to uses which would cause such real property to be exempt from 
taxation if it were privately owned. 


“EFFECTIVE DATE AND EXPIRATION OF THIS TITLE 


“Sec. 706. This title shall take effect on January 1, 1953, and shall expire on 
December 31, 1955.” 
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SECTION-RY-SECTION ANALysis oF H. R. 5605 as Passep ry THE HovUsE oF 
REPRESENTATIVES, AprRIL 26, 1954 


GENERAL DESCRIPTION 


The bill, H. R. 5605, would add to the Federal Property and Administrative 
Services Act of 1949 a new title, title VII, to provide for payments of taxes or 
payments in lieu of taxes with respect to real property transferred from Govern 
ment corporations to other agencies of the Federal Government It would be 
effective from January 1, 1954, to December 31, 1956. The primary purpose is 
to provide temporary relief for local taxing authorities in cases where real estate, 
which was taxed while in the possession of a Government-owned corporation 
has bet removed from local tax rolls as a result of its transfer to some other 
Federal wency 


SECTIONS 1 AND 2 


Section 1 of the bill amends the first section of the Federal Property and 
Administrative Services Act of 1949 by inserting into the table of contents an 
outline of the new title VII. The new title is headed, ‘“‘Taxation by Local Taxing 
Authorities.” 

Section 2 comprises the substantive provisions, sections 701 through 706 

Section 701. Declaration of policy—Section 701 states that the Congress 
recognizes that the transfer of real property having a taxable status from a 
Government corporation to another Government agency often operates to remove 
the property from local tax rolls, thereby creating an undue and unexpected 
burden upon local taxing authorities and disrupting their operations. It is the 
purpose of the title to furnish temporary measures of relief for such local taxing 
authorities by providing that when property having a taxable status is so trans- 
ferred by a Government corporation it shall be subject to taxation by local taxing 
authorities while it is leased for commercial purposes and shall. be subject to 
payments in lieu of taxes in certain other cases. The liability for payments is to 
continue regardless of subsequent transfers of the property among Federal 
agencie 


Section 702. Definitions.—Several of the terms used in the title are defined in 
this secti “State’’ means the several States, Alaska, Hawaii, and the District 
of Columbia. Real property’? means land and includes those improvements on 
land and interests in land which, for purposes of taxation, are characterized as 
real property by the State in which the land is located ‘Local taxing authority’ 
means a State, county, municipality, or other subdivision which has authority to 
levy and collect taxes on real property Tax” and ‘‘taxation’”’ include snecial 
assessments Government corporation” is defined to include the Central Bank 
for Cooperatives and Regional Banks for Cooperatives, Commodity Credit Corpo- 
ration, Federal Farm Mortgage Corporation, Federal home loan banks, Federal 


I 

land banks, Federal National Mortgage Association, Federal Savings and Loan 
Insurance Corporation, Production Credit Corporation, and the Reconstruction 
Finance Corporation, and any corporation incorporated after January 1, 1954, by 
or under an act of Congress and owned or controlled by the Federal Government 
“Federal Government” includes any Government corporation, 

Section 703. Property owned by Government corporations.—Section 703 provides 
that all real property of any Government cor >oration established after the effee 
tive date (January 1, 1954) shall be subject to taxation by local taxing authorities 
to the same extent according to its value as other real property, unless other specific 
provision is made 

Section 704. Property transferred from Government corporations.—Section 704 
provides for two types of payments with respect to real property transferred from 
a Government corporation to another Federal agency. 

Under subsection 704 (a), the transferred real property would remain subject to 
taxation by local authorities, the same as other real property, during all periods 
in which the transferred property is leased for commercial purposes. 

Under subsection 704 (b), the Federal Government would make payments in 
lieu of taxes with respect to the transferred real property so long as Federal owner- 
ship continues and the property is not subject to taxation under subsection (a) 
The payments are to equal the real property taxes that would be payable under 
private ownership, but with appropriate deductions (1) for benefits to local taxing 
authorities arising out of Federal operations with respect to the property (includ- 


eines aston 
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ing any sharing of the revenues derived from its use or products), and (2) for the 
cost to the Federal Government of furnishing services with respect to the property 
which are normally furnished by local taxing authorities 

Subsection 704 (c) provides that the section shall take effect June 22, 1948, but 
no payments are to be made for any period prior to the effective date of the title 
(January 1, 1954). 

Section 705. General provisions.—Various general provisions are set forth in 
section 705, as follows 

Subsection (a) specifies that the Federal Government shall not be subject to 
penalties or penalty interest, nor shall its property (including rights of action) be 
subject to any lien, foreclosure, garnishment, or other proceedings because of non- 
payment or late payment of taxes. Also, it provides that no subsequent purchaser 
shall be liable for such penalties or penalty interest. 

Subsection (b) directs that no payments in lieu of taxes shall be made with 
respect to several types of real property, described as follows 


(1) Property subject to taxes or payments in lieu of taxes under other pro- 
visions of law; 
(2) Property used or held primarily for purposes which under the consti- 


tution or laws of the State or location, would be tax exempt under private 
ownership; 

(3) Property used or held primarily for services to the local public, includ- 
ing, but not limited to, defense installations, courthouses, post offices, and 
property incidental to postal operations, and federally owned airports main- 
tained and operated by the Civil Aeronautics Administration; and 

(4) Office buildings and facilities which are incidental to or an integral part 
of the properties described in the three preceding groups 

Section 706. Effective date and expiration date.—Section 706 specifies that the 
new title shall take effect January 1, 1954, and expire December 31, 1956. 


SENATE COMMITTEE ON GOVERNMENT OPERATIONS, 
March 8, 1954. 


STaFF MeMoRANDUM No. 83—-2-4 


Subject: Status of legislation concerning payments to State or local governments 
in lieu of taxes (S. 2473, S. 788, and H. R. 5605). 

During recent months, the chairman of the committee has received numerous 
inquiries relative to the status of pending legislation providing for payments to 
State or local taxing authorities in lieu of taxes (8S. 2473 and 5S. 788), and as to 
whether or not the committee will hold hearings on these measures. ‘his memo- 
randum summarizes briefly the present status of these measures. 


PENDING LEGISLATION 


S. 2473, introduced by Senator Knowland (for himself and others) on July 24° 
1953, is designed to provide a continuing system for payments by the Federa 
Government to State or local taxing units adversely affected by Federal acquisi- 
tion of, ownership or use of defense production facilities. It would authorize 
ordinary ad valorem tax payments in certain instances and, in other cases, 
administratively determined payments reasonably related to the ad valorem 
taxes which might be applicable under private ownership. It would apply only 
to defense production facilities, including both tangible personal property and 
real estate. 

S. 788, introduced by Senator Humphrey on February 4, 1953, is identical with 
S. 2268, 82d Congress, which was prepared by the Bureau of the Budget and 
introduced at its request. It is a much broader bill, and is designed to establish 
a uniform policy throughout the Federal Government with respect to payments 
in lieu of taxes. The bill would replace some 20 piecemeal statutory provisions 
with 5 broad types of payments to State and local governments on federally 
owned real estate which is now largely exempt from local property taxes. It 
would cover various aspects of such property, including real estate and certain 
limited types of tangible personal property. 

On February 22, 1954, the House Committee on Government Operations 
reported with amendments, H. R. 5605 (H. Rept. No. 1217, 83d Cong.), to amend 
the Federal Property and Administrative Services Act of 1949 by authorizing 
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payments in lieu of taxes in a very limited area. This measure would furnish 
temporary relief for local taxing authorities by providing that, until December 31, 
1956, when real property having a taxable status is transferred by a Government 
corporation to another Government agency, thereby taking it out of taxation, 
such property shall be subject to taxation by local taxing authorities while it is 
leased for commercial purposes. In certain other cases, payments in lieu of taxes 
would be authorized with respect to such property, regardless of subsequent 
transfers among agencies of the Federal Government. ‘The bill is designed to 
afford temporary protection to State and local taxing authorities against loss in 
this area, pending the passage of comprehensive legislation by Congress on the 
subject. Although the House of Representatives has not yet passed this measure, 
should favorable action occur, it will probably be referred to this committee. 
The Bureau of the Budget, the Department of Defense, and the Comptroller 
General all expressed opposition to this bill. 


COMMITTEE ACTION 


The committee held brief hearings on S. 2473 on July 29, 1953, at the urgent 
request of the majority leader. In view of the fact that the Bureau of the Budget, 
the Department of Defense and other Federal agencies concerned with this legis- 
lation had not had an opportunity to analyze the effect of the measure on property 
within their jurisdiction, and there was no specific information available concern- 
ing the cost of the proposed program, the committee agreed to postpone action 
on 8. 2473, and the related proposal, S. 788, until the present session of Congress. 
A further consideration underlying this decision was the desire on the part of the 
committee and the administration to have the benefit of the studies, findings and 
recommendations of the Commission on Intergovernmental Relations which the 
President had specifically requested to study the entire field. 

Following the introduction of 8. 788 and 8. 2473 the chairman addressed letters 
to the major agencies and departments, requesting their comments. Reports 
received in response to this request propose many changes and amendments of a 
highly technical nature, particularly as to provisions of 5S. 788. 

In September 1953, the chairman addressed a letter to the Chairman of the 
Commission on Intergovernmental Relations, requesting the Commission’s views 
with respect to these bills. A copy of this letter was also sent to every member 
of the Commission, together with copies of the hearings on S. 2473. 

In November 1953, the chairman again addressed communications to the 
affected agencies and departments, advising that hearings were contemplated 
early in January 1954, requesting further comments and inviting representatives 
of the agencies and departments to testify at these proposed hearings, if they so 
desired. 

During January 1954, and prior thereto, members of the staff of this com- 
mittee had several conferences with members of the staff of the Bureau of the 
Budget and the Commission on Intergovernmental Relations concerning the 
pending legislation, and it was agreed that the committee would defer action 
until after February 17, 1954, the date on which the Commission was expected 
to submit its findings and recommendations. Furthermore, the Bureau of the 
Budget had not yet defined the administration’s policy with respect to the pend- 
ing measures, since it was also awaiting the report of the Commission. 


COMMISSION ON INTERGOVERNMENTAL RELATIONS 


The committee was recently furnished with a press release from the Commis- 
sion on Intergovernmental Relations, dated February 17, 1954, which stated that 
“Appointment of a study committee to examine ‘Federal payments in lieu of 
taxes and shared revenues’ was announced by Clarence Manion, Chairman of the 
Commission on Intergovernmental Relations. * * * The new committee 
will study problems resulting from property being taken off local tax rolls through 
acquisition or use by the Federal Government. In return the communities are 
asking the Federal Government to make payments in lieu of taxes.” 


COMMENTS FROM EXECUTIVE BRANCH DEPARTMENTS AND AGENCIES 


During the past week, the committee has received replies from the Veterans’ 
Administration, the Treasury Department, the Departments of State, Com- 
merce, Justice and Interior, the Federal: Power Commission, and the Housing 
and Home Finance Agency, which include comments relative to 8. 2473, but 
with reservations to the effect that, although the Bureau of the Budget has no 
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objection to the submission of the agency’s comments, “‘the Commission on 
Intergovernmental Relations is studying the general question of Federal pay- 
ments to State and local governments on account of federally owned property” 
and that “pending a review of the Commission’s recommendations, a determina- 
tion has not been made as to the relationship of the proposed legislation to the 
program of the President.” 


CONCLUSIONS AND RECOMMENDATIONS 


As indicated by the foregoing review of committee action and agency com- 
ments, this committee has done everything possible to expedite the considera- 
tion of pending legislation relative to payment to State and local governments 
in lieu of taxes. Since the Bureau of the Budget has recommended that action 
be deferred until the findings and recommendations of the Commission on Inter- 
governmental Relations are available, in order to permit a determination of the 
relationship of the proposed legislation to the President’s program, it is the 
view of the staff that no useful purpose will be served by holding hearings until 
that Commission has made its report. Furthermore, even if the committee 
should favorably report legislation on this subject to the Senate, it is unlikely 
that the Congress would take any action until after the submission of the Com- 
mission’s studies and reports. This view is supported in communications from 
some of the local government officials who, while supporting the pending bills, 
are in substantial agreement that action should be deferred pending the Com- 
mission’s report. It should be noted, however, that certain groups are pressing 
for immediate action on the ground that relief is urgently needed and further 
delay will cause serious hardship. 

Although H. R. 5605 would afford some measure of temporary relief to local 
taxing authorities, since the bill has not yet been acted on by the House of 
Representatives, and no companion measure has been introduced in the Senate, 
action with respect to this bill is considered to be a piecemeal approach to the 
overall problem, which would not be particularly desirable. 

Accordingly, it is recommended that further action on these bills be deferred 
until the Commission on Intergovernmental Relations makes its report with 
respect to Federal payments to State and local taxing units. Should this recom- 
mendation meet with the approval of the committee, it is further suggested that 
the staff be directed to work closely with the Intergovernmental Relations Com- 
mission’s study committee on payments in lieu of taxes in order to perfect a 
committee bill for consideration at the earliest possible date. 

Ext E. NORLEMAN, 
Professional Staff Member. 

Approved: 

Water L. REYNOLDs, 
Staff Director. 


Senator Smirx. We have with us this morning the majority leader, 
the Honorable William F. Knowland. We are pleased to have you 
here and we are glad to have your statement. 


STATEMENT OF HON. WILLIAM F. KNOWLAND, UNITED STATES 
SENATOR FROM THE STATE OF CALIFORNIA 


Senator KNowLanp. Madam Chairlady, members of the subcommit- 
tee, I want to express my appreciation to the committee for providing 
time on its busy agenda to discuss the legislation that has been men- 
tioned here by the chairlady. 

I also want to express appreciation for putting me on this program 
early because I have an important meeting of the Joint Committee 
on Atomic Energy, which is meeting at this very time. 

I cosponsored 8. 2473 on behalf of myself, the late Senator Taft and 
Senator Bush, Senator Potter, and Senator Ferguson. 

I might say at this point that the bill was probably the last legislative 
act participated in by Senator Taft before his untimely death and 
I know S. 2473 expresses the vital concern which he demonstrated for 
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years over the great growth of Federal governmental property acquisi- 
tion. 

The problem which this bill attempts to meet, at least with a 
partial solution, is one which has become acutely burdensome since 
the beginning of World War IT stretching through the recent conflict 
in Korea and the accompanying role of leadership which this country 
has had to assume in the events which have transpired since 1945. 
At the present time, the State of California has more employees of 
the Federal classified civil service than any of the other 48 States. 
More than 50 percent of the property included within its boundaries 
is owned by the Federal Government. <A considerable amount of this 
property, of course, has been acquired by the Federal Government 
in recent years and removed from the tax base of State, county, and 
local governing bodies. A similar situation exists, I am told, in many 
of the other States in the Union. 

In a number of the Nation’s major cities it is reported that 35 
vercent to 50 percent of the land area is tax exempt. Ina recent study 
yy the American Municipal Association, the percentages of tax exempt 
areas for the following cities were disclosed: Minneapolis, 34.6 percent ; 
Milwaukee, 39.3 percent; Boston, 40.6 percent; Sacramento, 42.4 
percent; and San Francisco, 45.6 percent. 

Of course, I want to point out that not all of this is Federal property. 
It isa general problem which the communities have, some of them from 
State property, park districts, and other things which, of course, take 
“7 property from the tax rolls, and the Federal problem is only a part 
of a larger one. 

The trend of removing more and more property from the tax base of 
State and local government has resulted in an increased demand for 
further consideration from Washington for the services of maintenance 
and protection of the public health and welfare which these communi- 
ties are still called upon to provide. 

In 1947, the Legislature of the State of California passed a resolution 
memorializing the Congress to relieve the State’s taxation problem 
which was created by the presence in the State of vast amounts of 
federally owned tax-exempt real property. I would like to insert a 
copy of this resolution at this point in my remarks. 

(The resolution referred to follows:) 


ASSEMBLY JOINT RESOLUTION No, 29 
Adopted in assembly March 25, 1947. Adopted in senate April 23, 1947. 
CHAPTER - 


Assembly Joint Resolution No. 29—Relative to memorializing Congress to relieve 
the State of California’s taxation problem created by the presence in the State of 
vast amounts of federally owned, tax-exempt real property 


WuHeREAs the fiscal problems of the State of California, and its political sub- 
divisions, are vitally affected by the vast amount of federally owned, tax-exempt 
real property located in the State; and 

WueErEAs this fiscal problem arises from the following facts: 

California has experienced population increases in the last two decades which 
have literally transformed the State. In addition, during the war years, the 
migration of population to California, which is largely remaining in the State, 
has been enormous. 

This population growth and the accompanying industrialization and general 
development of business activities in the State has resulted in increased burdens 
in providing protection of persons and property, in the maintenance, construction 
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and improvement of streets, roads and highweys, in the provision and main- 
tenance of parks, playgrounds, and recreational facilities. 

During the war years when the expandirg population brought large increases 
in the demands upon the services of many departments, there were other services 
which could not be maintained at a level similar to that established in the years 
prior to war. Nor could the demands from large parts of the electorate to expand 
government services be met. 

There is imperative need to provide the deferred maintenance, to provide the 
deferred capital improvements, to provide expanded government service. Major 
expenditures must be made for sewage disposal, street and highway construction, 
expansion of office and agency facilities, purchase of new equipment, and for a 

‘rariety of other capital improvements. 

The revenue sources have not increased in proportion to the increase in expen- 
ditures. The principal reliance for funds, especially by the State’s political 
subdivisions which bear a large share of such expenditures, is upon the general 
property tax. The yield of property tax depends upon assessed valuation of 
property, and upon the tax rates. Tax rates have already reached such very 
high levels as to be a burden on taxable property. In attempting to adjust 
assessed valuation of real property, the problem of tax-exempt real property 
becomes acute. The federally owned, tax-exempt real property located in the 
State of California is estimated to be of the assessed value of $319 million. This 
so seriously affects the property tax base, as to require adjustment: Now, there- 
fore, be it 

Resolved by the Assembly and the Senate of the State of California, jointly, That 
the Congress of the United States be memorialized to take such action as is 
necessary: (a) to dispose immediately of all real property located in the State 
of California, not essential to the conduct of permanent and established functions 
of the Federal Government so that said property can be returned to State and 
local taxation, (b) to refrain from the acquisition of additional real property in 
the State of California not essential to the conduct of permanent and established 
functions of the Federal Government, (c) to reimburse the State for the loss of 
tax revenue on property owned by the Federal Government in an amount equiva- 
lent to that which would be derived were the property subject to State and local 
taxation; and be it further 

Resolved, That the chief clerk of the assembly is hereby directed to send copies 
of this resolution to the President of the United States, to the Secretary of the 
Treasury, to the Secretary of the Interior, to the Secretary of Agriculture, to 
the President pro tempore of the Senate, to the Speaker of the House of Repre- 
sentatives, and to each of the Senators and Congressmen from California in the 
Congress of the United States, and that the Senators and Congressmen from 
California in the Congress of the United States are respectfully requested to 
urge such action. 

—— ———., Speaker of the Assembly. 
tte —, President of the Senate. 

Attest: 

- -, Secretary of State. 

Senator KNow.Lanpb. The situation outlined above has been par- 
ticularly pressing on municipalities and other local governments which 
provide the most vital services and necessities of life for a great per- 
centage of the Nation’s population. According to the 1950 census, 
64 percent of the Nation’s population live in urban areas. Our county 
and municipal governments provide water, fire, and police protection, 
build and maintain streets and highways, provide sewage disposal 
services, hospital facilities, and health protection, educational and 
recreational facilities, and I believe it should be emphasized that these 
services are provided for governmental facilities and personnel with- 
out, in most cases, any remuneration. 

As local governments depend upon property taxation for more than 
half of their revenues, it can readily be seen why these local governing 
units are seriously distressed with steadily decreasing revenues, due 
in large part to the gigantic growth of their Federal Government’s 
acquisition of local property. 


48123—54——_3 
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I would like to insert at this point in my remarks a copy of a letter 
I received from the board of supervisors, county of Los Angeles, on 
January 14, 1953, and the board of supervisors, city and county of 
San Francisco, on February 19, 1954, both of which express the 
concern of local governments on this situation. 

(The letters referred to follow:) 


County or Los ANGELEs, 
Boarp OF SUPERVISORS, 
Los Angeles 12, January 14, 1953. 
Senator WiiiiamM F. KNowLanp, 
Senale Office Building, Washington, D. C. 

HONORABLE Srr: At the meeting of the board of supervisors held January 13, 
1953, a communication from the County Supervisors Association of California 
was brought to the attention of the board, wherein a request was made for ap- 
proval of a proposed Federal bill to be introduced to secure payments in lieu of 
taxes on Federal real properties. 

An order was adopted by the board approving the request and instructing the 
clerk of the board to notify the California Senators and the representative Mem- 
bers of Congress from the county of Los Angeles thereof and to assure them of the 
need for their vigorous support for legislation in the current Congress to provide 
payments in lieu of taxes on Federal real properties. 

Your active participation in working for such legislation will be appreciated by 
the members of the board of supervisors. 

Sincerely yours, 


Ray E. Lenz, Chief Clerk. 


Boarp OF SUPERVISORS, 
City anp County oF San FRANcIsco, 
February 19, 1984. 
Senator WiLuram F, KNowLanp, 
Senate Office Building, Washington, D. C. 

Dear SenaToR KNoOwLAND: There is now pending before the Committee on 
Government Operations your bill S. 2473 providing for taxpayments on Federal- 
omer property for industrial and commercial purposes connected with national 

efense. 

As chairman of the Federal real property committee of the National Association 
of County Officials, I urge you on their behalf to do everything within your 
power to expedite immediately hearings before the committee on this important 
legislation. 

The tax base of county government is in dire need of relief as a result of the 
continual acquisition of Federal property and your legislation will aid in alleviating 
this condition. 


Sincerely hoping that you can see your way clear to urge the committee to have 

immediate hearings on this bill, I remain, 
Sincerely, 
Epwarp T. MAncvuso. 

Senator KNow.Lanp. Although this problem is one which has grown 
up over the years, it is the opinion of the cosponsors of the legislation 
that a temporary solution is contained in the bill presently being 
considered. 5S. 2473 is limited to defense-production facilities acquired 
by the Federal Government since the beginning of the Korean con- 
flict which marked the expansion of the Nation’s defense program. 
The bill establishes a method for payments to States and local taxing 
units for defense facilities acquired since June 30, 1950, with two 
exceptions: First, property owned or used by the Atomic Ene rey 
Commission; and, second, materials acquired, owned, or used by the 
Federal Government for its storage and critical stockpile. Section 4 
of the bill grants consent to local taxing authorities to impose property 
taxes on the Federal property specified in that section, and section 5 
sets forth authority for payments for any Federal properties not 
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provided for in section 4. Section 6 assigns to the Director of the 
Office of Defense Mobilization the duty and authority to administer 
the methods of payment authorized by the legislation, and I want to 
emphasize at this point that the responsibility for certifying and 
making such payments is left to the Federal agency that owns or 
uses a defense-production facility. Specific criteria are set forth in 
the legislation to guide such agencies in their determination of the 
payments involved. 

The bill specifically excludes from its operation Federal property 
me d within the District of Columbia, the Government’s Territories 

' possessions, because of the special financing arrangements which 
exist in those areas. Due to the fact that the Federal Government 
already provides assistance and payments to State and local govern- 
ments through a great variety of grants-in-aid-type programs, the 
bill specifically provides, in section 5, that the Department or agency 
shall take such Federal assistance into consideration as a credit against 
the payment to the State or local governing unit involved. The 
sponsors of this legislation, of course, believe that this provision is 
necessary and equitable. 

I know that the subcommittee has a number of other Senators, as well 
as Representatives, here from out of State to testify on this legislation 
and, therefore, I will not personally take up any more of the subcom- 
mittee’s time. I do appreciate this opportunity to testify on what, 
in my judgment, is a tremendously important piece of legislation. 
It involves the principle of Federal concern for the continued fiscal 
responsibility and well-being of State and local governments and I 
respectfully request any favorable action that this committee believes 
the legislation merits. 

I would like to have inserted here at the conclusion of my remarks 
a copy of a resolution on S. 2473 adopted by the National Association 
of Assessing Officers at their convention in New Orleans on November 
11, 1953, and a newspaper clipping from the Washington Post dated 
September 17, 1953, relating to the action taken by the National 
Institute of Munic ‘ipal Law Officers on this subject at a meeting held 
in Washington at that time. 

(The resolution of the National Association of Assessing Officers, 
and newspaper clipping referred to follow. The resolution adopted 
by the National Institute of Municipal Law Officers, referred to in 
the newspaper clipping, appears in full on p. 56.) 


RESOLUTION 


Whereas a bill known as S. 2473 was introduced in the Senate of the United 
States during the Ist session of the 83d Congress to provide for payments by the 
Federal Government to States and local governments adversely affected by 
Federal acquisition, ownership, or use of defense-production facilities; and 

Whereas the terms of this bill are substantially in accord with recommendations 
—— problem previously made by the National Association of Assessing Officers; 
an 

Whereas this bill is scheduled for consideration during the 2d session of the 
83d Congress, to be convened in January 1954: Therefore be it 

Resolved, That the National Association of Assessing Officers, in convention 
assembled at New Orleans, November 11, 1953, hereby expresses its approval 
of S. 2473, and urges that it be enacted into law; and be it further 

Resolved, That a copy of this resolution be sent to each member of the NAAO 
with the request that he advise his congressional representatives of its adoption 
by this association. 
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[From the Washington Post, September 17, 1953] 
Law Orricers CALL on Unitrep States To Make up Tax EXempTions 


Legal officers speaking for 800 cities yesterday called on the Federal Govern- 
ment to make payments corresponding to taxes on billions of dollars worth of 
federally owned city land which is tax-exempt. 


The National Institute of Municipal Law Officers closed a 3-day meeting here 
by adopting a sheaf of resolutions spotlighting conflicts between the national and 
local governments, 


The resolutions condemned inadequate Federal funds for civil defense: called for 
restoration of Federal-aid airport appropriations as both an economic and defense 
measure; and opposed pending natural gas legislation which, it was held, would 
boost the gas bills of citv dwellers. 

The institute said the tremendous increase in recent vears in Federal ownership 
of real estate has removed vast areas from city tax rolls and damaged the cities’ 
financial position. At the same time, speakers said, city taxpayers must bear 
the added cost of services to the Government buildings. 

The city officials asked for the passage of a law requiring annual Federal pay- 
ments into city treasuries to replace the local tax revenues lost. Such a bill was 
stalled in committee last session. 

The delegates acted after Dion Holm, city attorney of San Francisco, cited 
hardships brought to such cities as his own, where 12 percent of all the land is 
federally occupied and St. Louis, where land valued at $105 million is immune 
from tax. None of the cities, Holm added, has a problem comparable to that of 
Washington, D. C., where less than 48 percent of the land area pays taxes. 

Senator KNowLanp. My colleague, Senator Kuchel, who was for- 
merly State controller of California, was not able to give S. 2473 
sufficient study before its’ introduction in the first session of the 
present Congress. He has, however, since that time indicated a great 
interest in becoming a cosponsor of the bill and has asked me to state 
that he would like to be added to tie list of sponsors if and when the 
bill is reported out by this committee. 

Madam Chairlady, I would like to say that I fully recognize the 
problems that have been raised by the Office of the Director of the 
Budget and in the study which is now going on, and | think the point 
is very well taken. I do believe however, that this matter has been 
so pressing it may be possible for this committee to work out a formula 
that will give at least some temporary relief to a very difficult problem. 
I do think that in the study which is being made the Bureau of the 
Budget and the Commission on Intergovernmental Relations and 
others who have studied this problem will benefit greatly from these 
hearings which you have arranged because certainly before any per- 
manent legislation is passed, it is going to require a great deal of public 
knowledge of just what the problem is, how much cost in involved in 
the Federal Government, how great the burden is on the localities and 
such other facts upon which sound judgment might be based. _ 

I again want to express my appreciation for the opportunity of 
appearing. 

Senator SmirH. Senator Burke, do you have any questions? 

Senator Burks. No questions. 

Senator Smita. Mr. Reynolds? 

Mr. Reynoups. No questions. 

Senator Smira#. Thank you, Senator Knowland. ‘ 

At this point I should like to insert in the record a letter which I 
have received from Senator Thomas H. Kuchel with reference to 
S, 2473. 


(The letter referred to follows:) 
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UnitTEep States SENATE, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
June 2, 1954. 
Hon. MarGaret CuHase Smita, 
Chairman, Subcommittee on Legislative Program, 
Committee on Government Operations, United States Senate, 
Washington, D. C. 

My Dear Senator: It is my understanding that your subcommittee will be 
considering 8. 2473 and H. R. 5€05, the measures providing for payments in lieu 
of taxes to local governments for certain Federal holdings. tegrettably I will be 
unable to be present at the hearing, but I do want the committee to know of my 
real interest in this legislation. My senior colleague, Senator Knowland, the 
author of 8. 2473, has graciously acceded to the addition of my name as a co- 
sponsor if and when this bill is reported out by your committee. He does so 
knowing that I wish to give support and endorsement to this bill. 

My interest in the broad problem to which this bill is addressed, stems from 
my awareness of its acuteness both as a State official and a Member of the United 
States Senate. California is representative of the States which have within 
their borders vast federally tax-exempt areas because of its location. Typical of 
the statewide problem in California is the matter of the assessment of the Wherry 
housing projects which are located in 15 different counties. In the legislation 
which initiated this housing program, a specific clause was included granting 
permissive taxation. The assessed valuation of these projects in California is in 
excess of $55 million. The legislation under consideration before this committee 
would enable the California assessors to carry out the intention of the tax clause 
in the original Wherry Act, thus alleviating one of the major points of controversy 
in the field of Government ownership. 

My attention has been called by assessing officials in California to the fact that 
there may be some question on the administration of the formula suggested by 
these two bills. I want to call the attention of the committee to the fact that 
representatives of the National Association of Assessing Officers have assured me 
of their willingness to assist the Federal executive agencies in the classification of 
properties for payments under these two bills. These officials are familiar with 
classifications and types of property intended to be covered in this legislation. 

It is clear that all local taxing officials recognize the importance of this aid to 
local government and are ready to give their services to the equitable fulfillment 
of the intent of this law. 

It is my understanding from contact with loeal taxing officials that this is the 
No. 1 problem in all defense impacted areas. Thus 60 percent of the assess- 
able area of San Diego County in California is exempt from taxation because of 
Government ownership. This places a 22-percent additional tax burden on the 
local homeowner because of the part San Diego places in the nationwide defense 
system. It is my conviction that this nationwide defense program should be borne 
on a more equitable basis rather than burdening homeowners. 

With kindest personal regards, I am 

Sincerely yours, 
Tuomas H, KvucuHe., 


Senator SmirH. Senator Bush, will you come forward? 


STATEMENT OF HON. PRESCOTT BUSH, UNITED STATES SENATOR 
' FROM THE STATE OF CONNECTICUT 


Senator Busn. Madam Chairlady, I too am grateful for this opportu- 
nity to be heard by this subcommittee on this important matter which 
affects our State very, very seriously indeed, and | concur in all of 
the arguments advanced by the distinguished majority leader. 

I think I will read the statement I have here. It will only take 
about 5 minutes. 

I respectfully urge your committee to take prompt and favorable 
action on 8, 2473, a bill to grant relief to communities which have 
suffered loss of tax revenue and have been obliged to increase municipal 
services because of Federal ownership or use of defense production 
facilities. 
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Hearings were held by this committee toward the close of the first 
session of the 83d Congress. As one of the sponsors of the bill, I 
was privileged to appear before the committee at that time. The 
facts then brought to the committee’s attention have not changed, 
and I request that the following portion of my testimony on July 
29, 1953, be made a part of the present record: 


The State of Connecticut, which has been called the arsenal of democracy 
because of the location within her borders of so many important defense plants, 
is very much interested in this legislation. Because of the short notice given for 
this hearing, our State tax commissioner, Mr. William F. Connelly, is unable to 
appear today, but he has sent me the following message, which I ask to have 
placed in the record: 

“On behalf of Connecticut municipalities, where large amounts of Federal 
yroperty as defined in bill are located, I strongly urge the passage of this measure. 
Many local taxing units are sorely pressed to provide municipal services for 
defense plants and their employees within their respective areas. Stratford, 
Conn., has a greater amount of such property than present taxable grand list. 
Impossible to obtain complete or accurate figures for entire State, but estimate 
total value would exceed $200 million. Thank you for your great interest in this 
matter of such importance to our municipalities.” 

Mr. Connelly has referred to the case of Stratford, Conn., which is one of the 
most striking illustrations of the need for this legislation which has come to my 
attention. The Federal Government owns and has leased to the Aveo Manu- 
facturing Co., a large plant for the production of aircraft engines in that town. 
The appraised value of the tax-free Government property involved in that plant 
is $83,321,277, an amount more than $15 million greater than all the taxable 
property within the town as reflected in its grand list of 1952. 

A breakdown of the valuation of the Avco plant is contained in the following 
telegram from Mr. Harry B. Flood, town manager of Stratford, which I also ask 
to have included in the record: 

“‘Request you present to the committee, the following appraisal figures as they 
affect the United States Government property located in Stratford, Conn., and 
now leased to Avco Manufacturing Co.: Land, $148,980; buildings, $13,271,297; 
personal property, $70,000,000; total, $83,321,277. These figures, based on 
70 percent basis of 100 percent present cost with depreciation. Present town of 
Stratford grand list 1952 total $67,733,440. The town of Stratford has suffered 
many years from the loss of taxes from this large Federal-owned property which 
has caused great distress to our community because of the educational and other 
services required. Located in a rapidly growing defense area, we need immediate 
financial tax relief from this Federal-owned property. Urge committee give 
relief from this unfair tax problem as it affects Stratford and other similar 
communities.” 


I might, parenthetically, state that I was very much impressed 
with the analysis of Senator Knowland. The fact is that here we 
have in this community considerably more assets belonging to the 
Federal Government than belong to all the people put together. So 
without wishing to be held to an arithmetical accuracy, it is perfectly 
evident that the Federal Government is imposing a very heavy excess 
burden of taxation upon the people of this community simply because 
of the convenience afforded it in being there in this very large manu- 
facturing operation. 

I don’t think there is any fairness and justice in that kind of a busi- 
ness, and the Federal Government should not impose itself unfairly 
upon communities when it goes in there in the interest of all of the 
people of the United States. 

Although Stratford, Bloomfield, Conn., and other communities in which entire 
plants are Government owned provide the most dramatic illustrations of the need 
for this legislation, I believe it will be of substantial benefit to other towns and 
cities in my State, and throughout the Nation. 

One of the problems confronting local tax authorities is outlined in the following 


memorandum which has been submitted to me by Mr. Colin F. Stam, chief of 
staff of the Joint Committee on Internal Revenue Taxation: 
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“A considerable number of procurement contracts recently negotiated by the 
various armed services with private contractors, contain provisions under which 
title to pasts, materials, inventories, work in progress and tools, acquired or 
produced by the contractor for the performance of the contract, vests in the 
United States Government upon the making of any partial payment to the 
contractor. Both the contractors and the Federal Government have claimed 
that the property involved is exempt from local taxation, because it is the prop- 
erty of the United States. It is claimed that unless the Government takes the 
title to the property, advances could not be made to contractors, because under 
the law, the Federal statutes prohibit the advance of public moneys (sec. 529, 
title 31, U. S. C. A.). Since this technical title is necessary for the sole purpose 
of providing partial payments, which would otherwise be prohibited by section 
529, supra, it appears that the Congress could permit the Government to take 
title, and consent to the taxation of such property by local governments in the 
same manner as properties not owned by the Federal Government are taxed. 

“S. 2473 has been drafted with this problem in mind, and appears to have 
met it by the broad definition of “property” in subsection (e) of section (3). It 
should provice relief to many communities which have been prevented from 
obtaining needed revenues from property which would clearly be taxable except 
for what appears to be a mere technicality of law.” 

As the subcommittee is aware, this entire question was referred to the 
Commission on Intergovernmental Relations for study while the Con- 
gress is In recess. It is my understanding that the Commission has 
not been able to complete its study up to the present time, but believes 
that needed legislation should not be delayed for that reason. 

This legislation is urgently needed to prevent further hardship upon 
the communities in my State in which defense production facilities, 
owned or used by the Government, are located. I earnestly hope that 
your committee will report the bill favorably, and will bring it to the 
floor with the utmost dispatch. 

Senator Smirx. Thank you very much. 

Senator Busn. Thank you. 

Senator SmirH. Do you have any questions, Senator Burke? 

Senator Burks. No. 

Senator Smirx. Mr. Reynolds? 

Mr. Reynoups. No questions. 

Senator SmirH. Senator Ellender of Louisiana. 


STATEMENT OF HON. ALLEN J. ELLENDER, UNITED STATES 
SENATOR FROM THE STATE OF LOUISIANA 


Senator ELLenpER. Thank you, Madam Chairlady. 

Senator SmirH. Do you have a statement? 

Senator ELLENDER. I have a short statement I would like to present. 

The Congress has had this matter under consideration and I have 
been vitally interested in this legislation. I am only sorry that I did 
not receive notice of the meeting until yesterday. I received a letter 
from the mayor of the city of New Orleans, of which I expect to place 
excerpts in the record, citing conditions in and about the city of New 
Orleans, and pointing ‘out the need for this legislation. 

Important areas of Federal-State-local relationships spring from 
governmental functions in which the Federal interest is the primary 
interest. In no case is this more so than in the function of national 
defense. 

Some of these relationships have created difficulties for the Nation’s 
municipalities. Many local communities are overrun by armed serv- 
ice installations or defense plants. Federal fiscal help has been given 
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to the schools in such areas, but other local services such as police, 
fire, health, and water need aid just as badly. Two other problems are 
related. The Defense Establishment is extending the amount of 
property exempt from local taxation. Many large defense plants had 
been paying taxes for many years until 1951—payment has stopped 
without notice in 1952 and 1953. This throws a heavy burden on 
some places—none on others. This movement and exemption of 
other Federal property from local taxes needs careful study. Im- 
mediate action should be taken by Congress. Some phases of the 
problem are as follows: 

(1) Present legislation assumes that municipalities have the pri- 
mary responsibility for meeting needs of critical areas due to defense 
activities unless they are demonstrably fiscally incompetent. This 
assumption is contrary to the premise that the cost of national defense 
is a “‘national’’ responsibility that should be extended over the tax 
base of the entire Nation. 

(2) The release of defense plants from municipal taxation by Federal 
action has denied municipalities full benefit from existing local taxes, 
primarily the property tax, while demands for service have increased. 

(3) There is a growing tendency on the part of Federal defense 
agencies to phrase contracts so as to exempt raw materials, goods in 
process, implements, equipment, and machine tools from local taxation. 
This is accomplished by immediately transferring title to such property 
to the Federal Government, or an agency thereof, upon small partial 
payment of the purchase price by the contracting Federal agency. 
The holders of such contracts constitute a large segment of private 
enterprise in the Nation. They require and receive all of the protec- 
tive and other services of local government without which they could 
not operate during the process of manufacturing material under 
Federal contract. The American Municipal Association believes that 
such manufacturers should pay taxes to local governments on personal 
property in the same manner and to the same extent as other manu- 
facturers. 

One of the examples, as I just indicated, is in New Orleans, and with 
your permission, Madam Chairlady, | should like to read a few ex- 
cerpts from the letter addressed to me by the mayor of the city of 
New Orleans, the Honorable deLesseps S. Morrison, dated May 28. 

When the special services needed by the Chrysler plant were requested, we pro- 
vided them immediately, considering that we would talk later about proper means 
for paving for them. For example, the special fire station at Michaud could not 
be justified unless a special payment were made, since this area could be served in 
a normal way as every other taxpayer, by our Plum Orchard fire station. The 
same is true of a number of other services that have been specially applied because 
of the Michaud plant. Levee protection is a good example. Because of the ex- 
pensive nature of the equipment and machinery it was necessary to build a levee 
from 4 to 6 feet higher than the ordinary protection levee in this area, This also 
required additional maintenance and special drainage. Certainly it was not fair 
for the Federal Government to request these services and expect the city, on its 
‘inadequate income, to provide them without any compensation whatsoever. 
You are aware that the Federal Government was in the process of spending $6 
million for humidity control for air conditioning of the Chrysler plant to protect 
the machinery, but still was opposed to spending 5 cents to maintain levees and 
operate the drainage, which if not operated would undo all of the work accom- 
plished by the humidity control system. 

We were quite happy to have the Michaud plant as a new industry in our city 
and it is regrettable that the Federal Government has seen fit to cease operation 
of the plant. We are gratified to some degree that the plant is on a standby 

asis and might reopen some time in the future. We feel that the city is perfectly 








ee 
& 


eee a 


' 





PFA 








PET A FEES 








PAYMENTS IN LIEU OF TAXES 35 


justified in requesting some financial return for the services rendered this plant 
during the period of its operation. 

I am sure you will agree that the city assumed a very cooperative attitude, 
more than most cities would have done under the circumstances, in providing 
services to this plant. Perhaps we made the mistake of being too sincere and 
unselfish about national interest in proceeding to provide services immediately, 
assuming that the Federal Government would reciprocate in a cooperative pay- 
ment later. During the war the Federal Government paid $380,000 per year of 
taxes Or administrative services. We never could understand why the practice 
was discontinued and the city denied these payments. 


Payments in lieu of taxes on Federal property are a major concern 
because the present high levels of Federal and State taxation drain 
off from local government revenues which would otherwise be avail- 
able for local use. Federal revenues may not take the money by the 
same kinds of taxes which local governments would use, and yet the 
weight of Federal and State taxation combined makes it difficult for 
the local governments to expand their revenue sources. Conse- 
quently, local revenues are still restricted largely to the property tax. 

I want to thank you, Madam Chairlady, for giving me this op- 
portunity. 

Senator SmitH. Thank you very much, Senator. 

Do you have any questions, Senator Burke? 

Senator Burke. No. 

Senator Smiru. Any questions, Mr. Reynolds? 

Mr. Reynoups. No questions. 

Senator Smitu. The Chair wishes to place in the record at this 
point a letter from Senator Russell Long, dated June 2, 1954, referring 
to the situation in New Orleans concerning the Chrysler plant. 

(The letter referred to follows:) 

Unriep States SENATE, 
Washington, D. C., June 2, 1954. 
Hon. Marcaret CuasE SMITH, 
Chairman, Subcommittee on Legislative Program, 
Commiitee on Government Operations, United States Senate. 

DeaR Senator Smiru: In connection with the hearings on S. 2473—-H. R. 
5605, I desire to bring to your attention the situation in New Orleans concerning 
the Chrysler plant. 

When this plant was established in New Orleans, the city officials cooperated 
to the best of their ability and did not hesitate to incur extra expenses to provide 
special services which were desired by the Federal Government. A special fire 
station was established which could not be justified otherwise, since the area in 
which the plant was established could have been served in a normal way by the 
existing fire station. 

Special levee protection was also provided. Because of the expensive nature of 
the equipment and machinery in this plant, levees were built 4 to 6 feet higher 
than the height generally considered adequate in this area. Additional main- 
tenance and special drainage for this increased levee height were also made neces- 
sary. 

I regret that my schedule does not permit me to appear in person to testify in 
greater detail on this matter, but I wish to make it a matter of record with your 
committee that I favor legislation which would permit the Federal Government to 
make administrative payments to municipalities in situations similar to the one 
which exists in New Orleans. 

It should also be noted that this plant is no longer in operation, which serves 
to increase the feeling of the city officials that their special efforts to accomodate 
the Federal Government should be recognized by adequate reimbursement for 
their expenditures. 

With all good wishes, I am 

Sincerely yours, 
RussELtt Lone 
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Senator Smiru. Congressman George Meader of Michigan. [| 
Understand you are going to present your statement for yourself and 
Representative Hillelson. 

Mr. Meaper. Yes. 

Senator Smirn. You may proceed. 

Mr. Meaper. I have only one copy of Congressman Hillelson’s 
statement. He was anxious to appear himself, but was called out of 
town. He asked me to present his statement. 

The new matter, aside from the statement he made to the House 
committee, is quite brief, and I would like to read Mr. Hillelson’s 
statement, if I may. 

Senator Smirx. Proceed. 


STATEMENT OF HON. JEFFREY P. HILLELSON, A REPRESENTATIVE 
IN CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT 
OF THE STATE OF MISSOURI 


(Presented by Hon. George Meader, Representative in Congress 


from the Second Congressional District of the State of Michigan.) | 


Mr. MEApDER. (reading): 

[am attaching a statement that I made before the House Committee on Govern- 
ment Operations on March 29, 1954, concerning my bill, H. R. 5605. Iam pleased 
to say that this bill was passed unanimously by the House Committee on Govern- 
ment Operations and also passed the lower House of Congress just recently. 

Further, this bill is not meant as permanent legislation but merely as piecemeal 
legislation to assist municipalities in one of their major problems—that of tax 
revenue which has been deprived them by the Government taking over real 
property. This bill applies only to that property which is owned by the Govern- 
ment and being used on a commercial basis by private enterprise. 

H. R. 5605 would be retroactive to January 1, 1954, and would expire as of 
December 31, 1956. The reason again is that this would be made a law only 
until proper recommendations from the Intergovernmental Relations Commission 
which was last vear authorized by Congress to study problems involving municipal, 
State, and Federal Governments. 

I should like further to call the committee’s attention to the remark made by 
Senator Taft as stated in the May 6, 1953, Congressional Record, page 4752. 
Senator Taft at that time offered a similar amendment which was to cover the 
sase of Government plants which were moved into various places where they were 
not subject to taxation. He further said the property was taken off the tax rolls 
and he felt that the subject had become of such an emergency nature that it 
ought not to be postponed for a year or two while the Intergovernmental Relations 
Commission studies it. 

This is also mv thought in that I consider this of extreme importance to the 
municipalities that are being deprived of taxes which should be rightfullv theirs. 
It is hoped that favorable consideration by the committee can be given this bill. 

To this statement of Congressman Hillelson he attached a draft 
of the remarks which he presented to the Government Operations 
Committee of the House when this bill was being considered by them 
and, if I might, I would like to insert that in the record. 

Senator SmirH. Without objection, that will be inserted in the 
record. 

Thank you very much. 

(The additional statement submitted by Congressman Hillelson 
follows:) 
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REVISED STATEMENT MapE BY CONGRESSMAN JEFFREY P, HILLELSON STATING 
THE Purposes or H. R. 5605 


H. R. 5605 is a bill that I have introduced after much study and many confer- 
ences with members of the staff of Intergovernmental Relations Subcommittee, 
a subcommittee of the House Government Operations Committee. Also, I have 
consulted with authorities in different Government agencies concerning the merit 
and wisdom of this bill. 

This bill amends the Federal Property and Administrative Services Act of 1949 
to provide that transfers of real property from certain Goverment corporations to 
other Government agencies shall not operate to remove such real property from 
local tax rolls, providing the property has, before the transfer, been on local tax 
rolls. 

In many cases where real estate has beer owned by Government corporations 

and subject to local taxes authorized by the Federal Government to be paid by the 
corporation, this tax revenue to the local taxing agencies has been lost or termi- 
nated when this reel property has been transferred to another Federal agency which 
is not authorized to pay such taxes. It has long been established that Federal 
oroperty is not subject to State and local taxation without the consent of the 
‘ederal Government. However, for many years the Federal Government has 
given this consent under certain circumstances and, in particular, with respect to 
real property owned by Government corporations created by Congress. Many 
hundreds of war plants were established and operated under the corporate form 
and were authorized to pay State and local taxes on their real property to the same 
extent as private industry is required to pay taxes on similar real property. In 
most cases this afforded local taxing authorities much-needed assistance in their 
tax problems. 

At the end of World War II, the corporations owning these properties began to 
dispose of them either by sale, transfer to other Federal agencies, or to the War 
Assets Corporation or its successor, the General Services Administration, as excess 
or for handling under the Industrial Reserve Act. In an effort to take care of the 
tax situation the War Assets Corporstion, in regulations promulgated under the 
Surplus Property Act of 1944, made certain provisions for the payment by the 
disposal agency of taxes due for periods after assumption of responsibility for 
surplus real property. Appropriations made to carry out the Surplus Property 
Act of 1944 (Public Laws 785 and 862, 80th Cong., Ist and 2d sess.) provide for 
payment of amounts in lieu of taxes on real property declared surplus by Govern- 
ment-owned corporations under that act. 

This authority was continued by section 210 (a) (9) of the Federal Property and 
Administrative Services Act of 1949 (Public Law 152, 8ist Cong., Ist sess.) as 
amended by the act of September 5, 1950 (64 Stat. 581), and applied to ‘‘real 
property declared surplus by Government corporations, pursuant to the Surplus 
Property Act of 1944, where legal title to such real property remains in any such 
Government corporation.”” Under the War Assets Administration regulations 
referred to and the similar provision in the Federal Property and Administrative 
Act of 1949, it was the policy of the General Services Administration and the War 
Assets Administration to leave title to real property declared to then as surplus 
in the name of the Corporation until sold or assigned for use by an agency of the 
Government. 

This provision, until recently, prevented loss of taxes to local taxing authorities, 
(in those cases of Government corporation real estate subject to taxes being 
declared surplus), until title passed from the corporation. If title passed to private 
ownership, local finances were not upset because of discontinuance of payment of 
real-estate taxes by the Government corporation. However on July 15, 1952, the 
United States Court of Claims, in the case of the Board of County Commissioners 
of Sedgwick County, State of Kansas, versus the United States announced a de- 
cision which in most cases renders the cited provision ineffective. The case in- 
volved aclaim by the County of Sedgwick for taxes assessed against real property, 
record title to which was held in the name of Reconstruction Finance Corporation, 
but which had been declared surplus to War Assets Administration under the 
Surplus Property Act of 1944. The decision states that, while no change in the tax 
status of the property (from a taxable one when the property was under Recon- 
struction Finance Corporation supervision) was effected by the declaration of 
surplus alone, the acceptance of accountability therefor by War Assets Administra- 
tion removed the property from taxable status. On the basis of this decision and 
one applied later in a specific case by the Comptroller General of the United 
States, payment of taxes has been and will be suspended in a good many cases that 
will work a real hardship on local communities. A recent partial canvass of the 
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situation by the General Services Administration showed that 62 cases in 23 States 
and 50 Congressional Districts have occurred within the last 5 years in which 
local communities lost over $2,500,000 in taxes, that they had been receiving from 
Federal corporations, because the property had been transferred to Federal 
agencies not authorized by law to pay the taxes. 

Typicel is the case in my own Missouri Fourth District where the RFC several 
years ago purchased property which now houses the Bendix Corp. This real 
property since has been transferred to the Navy, pursuant to Public Law 364, 
80th Congress. I have been informed that this amounts to a loss in annual taxes 
of approximately $191,000 to both Jackson County and Kansas City, Mo. This, 
of course, would be remedied under this proposed bill. 

A complete summary of this bill is as follows: 

(1) Provides that when taxable real property that has been on the local tax 
rolls is transferred by a Government corporation to other Government agencies 
it shall remain subject to taxation regardless of subsequent transfers to other 
Federal agencies while it is leased for commercial purposes; and in certain other 
cases, payments in lieu of taxes shall be made. 

(2) The Government is anthorized to pay these local taxes on payments in 
lieu thereof on real property described in this act. Payments in lien of taxes shall 
equal the amount which would be payable as real property taxes if the real prop- 
erty weré privately owned, less certain appropriate deductions. 

(3) That any Government corporation created after the effective dete of this 
title their real property will be subject to taxation by local taxing authorities to 
the same extent as other real property unless specifically provided otherwise. 

(4) Provides that the effective date of this bill will be as of Jannary 1, 1954, 
and that the date of June 22, 1948, shall be the date which will exclude from the 
provisions of the proposed legislation any real property owned and disposed of 
by Government corporations prior to that date. 

(5) The Government will not be subject to penalties or penalty interest on these 
properties. The real property mentioned in this bill will not be subject to any 
lien, foreclosure, garnishment, or other proceedings because of nonpayment or 
failure to make timely peyment of taxes on real property. This provision was 
included to protect the United States Government from paying such penalties 
which in Many cases are common in many taxing authorities. This is necessary 
so that if Congress should be negligent or tardy in appropriating sufficient funds 
to take care of the taxes that the Government corporations or Federal agencies 
would not be penalized for being 1 to 4 or 5 months late as it is not always possible 
to have appropriation bills passed by certain dates in order to make prompt pay- 
ment to taxing authorities. 

6) No payments in lieu of taxes shall be made with respect to real property 
which is taxable under other local laws, real property used or held for purposes for 
which property under private ownership would be exempt from taxation, or real 
property used or held primarily for services to the local public, such as defense 
installations, courthouses, post offices, ete. 

7) This act shall expire as of December 31, 1956, unless renewed by Congress. 
The reason for this expiration date is that it is hoped that this problem of local 
taxes on Federal property will be included as a subject of study, investigation 


and recommendations by the proposed Commission on Intergovernmental Rela- 
tions. 


Mr. Merapemr. I will now proceed on my own behalf. 
Senator SmirH. You may proceed. 


STATEMENT OF HON. GEORGE MEADER, A REPRESENTATIVE IN 


CONGRESS FROM THE SECOND CONGRESSIONAL DISTRICT OF 
THE STATE OF MICHIGAN 


Mr. Mraprr. On my own behalf, I might say that this problem is 
of great importance in my own congressional district, the Second 
Congressional District of Michigan. 

You have here today the mayor of Adrian, Mich., who, I under- 
stand, you will hear a little later, and I do not propose to discuss the 
details of the plant in Adrian which would be affected by this legisla- 
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tion. Those details can come more directly and more accurately 
and more completely from the mayor of the city of Adrian, who has 
made a very intensive study of this problem as it affects that plant. 

I might only say this. This large plant, I think, costing something 
on the order of $25 million, built during the war for aluminum extru- 
sions and forgings, has been quite a problem to this rather small 
community. It has changed hands, I believe, 4 or 5 times since the 
war and has caused all kinds of dislocations to the community because 
of the fluctuation in employment there. 

Of course, as the mayor will develop, it affected revenues of the 
local units, the school district, the county, and the city. When it 
was taken off the tax rolls rather abruptly and without warning to 
the local units of the Government, it seriously affected their revenues. 

I might say that Mr, Hillelson’s bill was developed through the 
work of the Intergovernmental Relations Subcommittee of the Gov- 
ernment Operations Committee of the House of Pepresentatives, of 
which both Mr. Hillelson and I are members under the chairmanship 
of the able Congresswoman from Indiana, Mrs. Harden. It was 
because of our studies of industrial and commercial activities of the 
Federal Government and the effects of those activities upon local 
units of government that this legislation was drafted and introduced 
in the House by Mr. Hillelson. 

I want to endorse this legislation as strongly as I can. I think it 
is perfectly sound. It takes a small step but a wise one in this very 
important and delicate field of relationship between the Federal Gov- 
ernment and State and local governments. Its application is limited 
to those properties which at one time were on the tax rolls. It seems 
to me that the justice and equity of contributions to local tax units 
in such cases is very well founded and is sound. If we attempted to 
deal with the involved and rather difficult field of support of local 
taxing units by payments in lieu of taxes generally, I fear that it will 
take longer than this session of Congress to deal with that larger 
and more complicated problem. From this standpoint, limited to 
this rather narrow class of Federal properties and limited also to a 
specific termination date at the end of 1956, it seems to be a very 
safe step to take, and that it can be done while the more elaborate 
and more difficult studies are in progress by the Intergovernmental 
Relations Commission. I certainly hope that the committee will see 
fit to act promptly on this legislation. 

Senator Smira. Thank you very much, Congressman. 

Senator Ferguson, one of the cosponsors of the bill has come in. 
Will you delay in your presentation of the mayor until after we have 
heard from Senator Ferguson? 

Mr. Meapver. Or perhaps Senator Ferguson would introduce him. 

Senator SmirH#. Thank you very much. We are ready to hear you, 
Senator Ferguson. 

The Chair understands that you are also appearing for Senator 
Potter. 
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STATEMENT OF HON. HOMER FERGUSON, UNITED STATES SEN- 
ATOR FROM THE STATE OF MICHIGAN, AND HON. CHARLES E. 


POTTER, UNITED STATES SENATOR FROM THE STATE OF MICHI- 
GAN 


Senator Ferauson. Yes. Senator Potter joins me in this state- 
ment. He and I, together with Senator Knowland, Senator Bush, 
and Senator Taft, of course, were sponsors of the bill. As a cospon- 
sor I just want to make a short statement. I am glad to see my good 
friend, Congressman George Meader, here because he has one particu- 
lar town in his district which is very much affected by this legislation, 
as are other cities also in Michigan. I am talking about Adrian, 
Mich, 

I joined in this bill because T have long been aware of the situation 
that has been created in our municipalities when the Federal Govern- 
ment has moved in and taken off the tax rolls millions of dollars of 
assessed valuations that would otherwise be subject to local taxation, 
In many of our cities, I am sure as in cities of your respective States, 
their boundaries are limited, and when a part of the municipal real 
estate is taken off the tax roll, there is no way you can increase the 
size of the city to take in more land. 

Estimates vary as to the significance of this loss in terms of dollars 
to the communities involved. We do know that the loss for individual 
local governments, for example, in one city in my State, Michigan, 
ihe difference amounts to approximately 10 percent, a little better 
than 9 percent of the annual revenue. This is a staggering sum to 
be made up by local taxpayers just because the Federal Government 
happened to select their town for some of its operations. 

[ do not want to be misunderstood in this regard. I know that the 
Federal Government must place its activities throughout the country, 
and I am well aware that the unrestricted right of cities and local 
rovernments to tax the instrumentalities of the National Government 
could cause, under certain conditions, a great harm to the United 
States. But it is just these factors that impelled me to sponsor the 
legislation now under consideration by this committee. 

I do not claim perfection for the measure; it can, and most likely 
will, be improved before it is enacted by the Congress. 

I am aware that the Commission on Intergovernmental Relations, 
which was appointed by President Eisenhower to study the relation- 
ships between the Federal Government and the States, has this prob- 
lem under study and is expected to make a report with recommenda- 
tions on this subject some time between now and next March Ist. 
I am reliably informed that we cannot expect this report prior to the 
close of this session of the Congress. 

On May 19, 1954, I note that the chairman of that committee 
wrote to the majority leader indicating that, as he said, he did not 
believe it was intended that any important or necessary legislation 
should be delayed, particularly if it is the judgment of Congress it 
deserves proper attention. (See letter, p. 2.) 

I am also informed that H. R. 5605 would take care of most of the 
situations that now exist where municipalities have lost tax revenues 
except those cases where no payments in lieu of taxes have ever been 
made by the Federal Government. This is, of course, admittedly a 
stopgap measure that will ameliorate but not solve the problem. 
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My purpose in testifying today is to reiterate my strongly held 
belief that the Federal Government does have an obligation and a 
positive duty to correct situations that arise through no fault of the 
local governments whose tax base is being whittled away through 
exemption rights possessed by the Federal Government. I want to 
be fair both to these municipalities and to the National Government. 

I am not one of those who believes we need more Federal aid. I 
think we ought to have less Federal aid, but there are cases like the 
taxation problem that ought to have our attention. 

But I also believe very definitely that some relief must and should 
be afforded to local governments from Federal funds. 

I will accept and welcome some immediate relief to those who are 
suffering this revenue loss pending the overall study now underway 
by the Commission of Intergovernmental Relations under the able and 
distinguished chairmanship of Me ‘yer Kestnbaum. Whether this 
should take the form of H. R. 5605 1 cannot say at this juncture. I 
would prefer that the committee know of my willingness te see a 
temporary expedient enacted while the issue is receiving the scrutiny 
of an official body charged with this responsibility. 

In closing my remarks on this subject, let me repeat that there is 
every reason why the Federal Government should avoid any appear- 
ance of reliance upon legal technicalities to escape just payments to 
communities that have been adversely affected by its operations. At 
the same time, I cannot in good conscience stand by and see the 
Federal Government obligated to pay more than its just share of the 
local taxload. Surely, a nation which can produce an H-bomb ought 
to be able to provide a formula that will meet the problem fairly and 
with justice to both sides. I am confident that this committee will 
measure up to this responsibility. 

An examination of the bill, of course, indicates that there would be 
plenty of protection to the Federal Government. I am sure that these 
provisions provide that the ad valorem tax is the best method of 
arriving at what the Federal Government should pay and, of course, 
as you “will note in the bill, any special payments made ‘under any 
other act of Congress, they can deal with that by reducing the amount 
that goes for sc hool taxation or other taxes. 

I think the bill generally would take care of this particular situation. 
I think that we can arrive at a fair solution so that the Federal Govern- 
ment will feel that it is being dealt with on the same basis as a private 
corporation that was in there doing the same kind of work, and I 
think it should be treated on the same basis. 

As I said, Adrian was one of the places where the Government owns 
the plant and a large amount is taken from the tax revenue, better 
than 9 percent of the budget. In the city of Detroit, I think it is 
estimated that there is an exemption that would cost about $12 million 
in 1952. 

I am mindful of the fact that these plants bring employment to 
cities. They are great things for the city as far as employment is 
concerned, and are a great aid. Nothing I say here should indicate 
that I want the plants to be moved from these respective places. 
But I do feel that there is a reason for taxing, or let us call it revenue in 
place of taxation, when, in a community that has restricted boundaries 
a plant is taken from the tax roll that has helped to support the local 
government. It is a great burden to shift those thousands of dollars 
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or even millions of dollars over to the other taxpayers, and we do find 
that many people come from other communities so that they are the 
ones that get the jobs as well as those that live in the communities. 
So you cannot say just tax the people in that particular community 
that much more, because they do not always share the benefit. 

I think Mayor Burke is familiar with this particular problem, 

Senator Burke. 1 am thoroughly familiar with it, and I am 
sympathetic. 

Senator Frercuson. If there are any questions I would be glad to 
try to answer them. 

Senator Smita. Thank you very much. 

Do you have any questions, Senator Burke? 

Senator BurKr. No questions. 

Senator Smira. Mr. Reynolds? 

Mr. Reynoups. No questions. 

Senator FrrGuson. I want to thank the subcommittee for allowing 
me to make these remarks on behalf of myself and Senator Potter 
who was one of the cosponsors of the bill. I suppose you are all 
familiar with the fact that he is on another task this morning. 

Senator Smira. Thank you very much. 

Congressman Meader, thank you for delaying the presentation of 
the mayor of Adrian. Do you want to present the mayor at this time? 

Mr. Meraper. I would like to say this about Mayor Porter. He 
has wrestled with this problem of industrial properties owned by the 
Federal Government because it has been one of the major problems 
in his own city of Adrian, Mich. Mayor Porter is president of the 
Michigan Municipal League and has taken an intense interest in 
municipal problems generally. 

Mayor Porter is aiso serving on a committee of the Intergovern- 
mental Relations Commission which is dealing with this problem in 
its larger aspects, and I believe that the facts that he can give you 
about the specific situation in Adrian, Mich., will serve to make 
clearer the issues involved in this legislation. 

Senator Smiruw. Congressman, it is the understanding of the Chair 
that the list of witnesses has been prepared by those who feel that 
they should come in this order. Mayor Porter is third on the list. 
Would it be all right to delay his testimony until that time? 

Mr. Meapmr. By all means. 

Senator Smirn. We would like to hear from the Bureau of the 
Budget. We will hear from Mr. Labovitz, who is the Assistant to 
the Division Chief, Labor and Welfare Division of the Bureau of the 
Budget. 


STATEMENT OF I. M. LABOVITZ, ASSISTANT TO DIVISION CHIEF, 
LABOR AND WELFARE DIVISION, BUREAU OF THE BUDGET 


Mr. Lasovirz. Madam Chairlady, I represent the Director of the 
Bureau of the Budget and I have here a letter from the Director which 
| should like to have your permission to read into the record. 

Senator Smira. Without objection, you may do that. 

Mr. Lasovirz. In addition I have a statement which I should like 
to read in part. 

Senator Smiru. Will you give your full name to the reporter and 
proceed with your statement. 
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Mr. Lasovirz. My name is I. M. Labovitz. The Director of the 
Bureau of the Budget in response to a letter from the chairman of the 


full committee has asked me to submit to you this letter dated June 1, 
1954: 


My Dear Mr, CuarrMan: This is in reply to your letter of May 20, 1954, 
inviting the Bureau of the Budget to participate in hearings and submit estimates 
of cost with reference to 8S. 2473 and H. R. 5605, bills to provide payments to State 
and local taxing authorities on account of certain categories of Federal property 

As you suggested, we have discussed the matter with the clerk of your committee 
and have arranged to have a member of the staff of this Bureau take part in the 
hearing scheduled for June 2, 1954, before the Legislative Subcommittee. In 
view of your previous request, made at a hearing on 8. 2473 last July 29, the 
Bureau representative will be prepared to present and explain data w hich we have 
compiled on the estimated costs of 8. 2473. He will su pply also suchinformation 
as we have on the estimated cost of H. R. 5605. 

This letter will present our comments on the policy aspects of the pending bills. 

As you know, 8. 2473 is a major legislative proposal, involving a basic modifica- 
tion of present policy with respect to Federal immunity from lceal taxation. 
If enacted, it will provide for annual payments to hundreds, or possibly thousands, 
of local taxing jurisdictions throughout the country on account of Government- 
owned property, both real and personal, classified as ‘‘defense production facili- 
ties.” Some of the properties would be subject to ordinary ad valorem taxation, 
the same as property in private ownership, although in most instances each pay- 
ment would be determined by the owning Federal agency on a basis related to 
ordinary property taxation. The bill would require extensive administrative 
arrangements and it would entail large additional Federal expenditures. 

The other biil, H. R. 5605, is much narrower in scope and involves fewer pay- 
ments, since it is designed primarily to provide payments during the calendar 
years 1954 through 1956 only in those cases in which property, taxed while in the 
custody of a Government-owned corporation, has been removed from loeal tax 
rolls as a result of its transfer to some other Federal agency. Like 8S. 2473, this 
bill also provides for taxpayments in some instances and payments in lieu of taxes 
in others. In addition, section 703 provides that in the absence of other specific 
provision, all real property of any Government corporation incorporated after the 
effective date of the act shall be subject to local taxation untii December 31, 1956. 

These bills, as you know, deal with a single aspect of the general subject of 
intergovernmental tax immunities, and this, in turn, is only a segment of the 
broad and complex subject of Federal-State-local relationships. This is a primary 
reason why the administration, like the Congress, has proceeded cautiously and 
with deliberation in formulating a position on proposals for legislation in this 
field. 

The President commented on the general problem of intergovernmental tax 
immunities last August, in announcing that he had withheld approval from a bill 
to pay a special assessment levied for local improvements at Lowry Air Force 
Base in Denver. In his memorandum of disapproval, the President said: 

“A long-established principle of law and policy in our Federal system of gov- 
ernment is the constitutional immunity of the Federal Government from State 
and local taxation, including special assessments, and the reciprocal constitutional 


immunity of State and local governments from Federal taxation. A breach of 
one immunity could weaken the other. 
* * * * * * * 


“The present Congress recently approved my recommendation that a Com- 
mission on Intergovernmental Relations be established to study the means of 
achieving a sounder relationship between Federal, State, and local governments. 
I believe that the exercise of taxing powers is within the scope of the Commission’s 
assignment, and I shall request that its report include recommendations as to 
how to solve the many difficult problems which arise in the field of intergovern- 
mental tax immunities. 

“The basic question underlying the enrolled bill, H. R. 2750, is whether the 
Federal Government should adhere to its constitutional immunity or should 
forego it in this particular instance and possibly in other cases. Since this involves 
the question of modifying a long-established policy, I believe that it should be 
decided broadly and deliberately, rather than through a succession of piecemeal 
decisions on individual requests. Moreover, I believe such a decision can best 
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be reached in the light of the general suggestions which will be derived from the 
work of the Commission on Intergovernmental Relations.”’ 

Your committee also requested that the Commission on Intergovernmental 
Relations survey the subject and make recommendations. The Commission has 
created a Study Committee on Payments in Lieu of Taxes and Shared Revenues, 
as mentioned in the letter from the Chairman of the Commission, Mr. Kestnbaum, 
to Senator Knowland, a copy of which you enclosed with your letter to me. 

The Bureau of the Budget has cleared without objection many reports comment- 
ing on 8. 2473, addressed by various executive departments to your committee, 
but in all cases the Bureau, guided by the President’s statement of last August, 
has necessarily informed the departments that, pending a review of the recom- 
mendations to be received from the Commission of Intergovernmental Relations, 
we are not able to advise them as to the relationship of the proposed legislation 
to the program of the President. The law under which the Commission is operating 
directs that its final report be submitted to the President not later than March 1 
1955, for transmittal to the Congress. 

Che policy question presented by H. R. 5605 differs from that involved in 
S. 2473, since the House bill is essentially a temporary relief measure. As I 
stated in a letter of July 17, 1953, to the chairman of the House committee which 
considered H. R. 5605, the enactment of such piecemeal legislation would not 
eliminate differences in the treatment of similar properties owned by different 


, 


lederal agencies, and it would have some tendency to discourage Federal agencies 
from meeting their needs for real estate by taking over properties from Govern- 
ment corporations. These difficulties could be resolved only by comprehensive 
legislation establishing a uniform and consistent policy, governmentwide in 
application. On the other hand, since H. R. 5605 relates primarily to properties 


on which taxpayments were heretofore made by a Government-owned corpor- 
i 


ation and is temporary in form, such legislation need not prejudice a later decision 
on the general polic) 

Accordingly, it is suggested that, if the Congress decides that the needs in par- 
ticular communities are too urgent to await the policy recommendations of the 
Commission on Intergovernmental Relations, temporary legislation along the lines 
of H. R. 5605 might be favorably considered as a basis for providing such localized 
relief. 

Sincerely yours, 
Row.LanpD Hugues, Director. 

That is the whole of the letter from the Director. 

In addition I have this statement which was referred to in the letter 
which primarily refers to the costs of the proposed legislation. The 
statement is rather long and detailed and perhaps it would serve your 
purposes best if rather than read it I simply selected a few highlights 
and offered the statement for the record. 

Senator Smiru, Very well, you may proceed in that manner. 

Mr. Lanovirz. The statement includes a table, table 1, which is 
headed “Estimated Value of Property Subject to Payments Under 
S. 2473, in the Fiscal Year 1954, Assuming Enactment on June 30, 
1953.” 

The comments I shall present point up the high spots of that table, 
and then I shall go on to H. R. 5605. 

Section 4 of S. 2473 grants consent to State and local governments 
to impose their property taxes on defense-production facilities which 
fall within three categories defined in the section. 

This Federal property may be taxed to the same extent and in the 
same manner as if it were privately owned. The assessed valuation 
on which the tax is based is to represent no greater percentage of true 
value than is used by assessing authorities in valuing property gen- 
erally for tax purposes within the taxing jurisdiction. Any special 
tax treatment accorded to other similar property is to be applied to 
this Federal property. 

Assuming that S. 2473 had become law on June 30, 1953, it is esti- 
mated that Government property with a gross cost of nearly $6 billion 
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would have been subject to property taxes under this section during 
the fiscal year 1954. More than $5 billion of this is personal property; 
about $780 million is real estate. Real estate is defined for purposes 
of these estimates, as it usually is in property tax laws, to comprise 
both land and improvements. 

I am going to skip a portion of this statement. 

Senator SmirH. Your entire statement will be included in the record 
of the proceedings. 

Mr. Lasovirz. Thank you. 

This $6 billion I spoke of is the gross cost for section 4. It rounds 
out to $5.9 billion. And that includes $4.9 billion reported under 
subsection 4 (a) by the military services. 

Since this item represents the aggregate of progress payments out- 
standing on the current inventories of materials and goods in process 
in the hands of defense contractors, its amount might fluctuate sub- 
stantially from time to time. For purposes of these estimates for 
fiscal year 1954, the figures are for June 30, 1953. 

I turn now to section 5 which deals with payments on the tax-exempt 
properties. 

Payments may be made under section 5 for defense-production 
facilities which are not made subject to taxation by section 4. Ex- 
pressly exempted by subsection (a), however, is any defense- production 
facility acquired or constructed by the Federal Government prior to 
July 1, 1950. Also exempted is any defense-production facility which, 
if in private ownership, would be tax exempt under the Constitution 
or laws of the State of location. 

From the data supplied to us by the property-owning agencies, it 
appears that in the fiscal year 1954 property with a gross cost of 
approximately $5.6 billion might have been subject to payments under 
section 5 of S. 2473. Of this total, $1.6 billion represents the gross 
acquisition and construction costs of 155 parcels of real estate in pro- 
duction facilities owned by the Army, Navy, and Air Force. This 
includes the production equipment in these plants. The remaining 
$4 billion is classified as personal property at more than 1,250 locations. 
Most of this value appears to be current inventories of materials and 
parts in installations of the military departments, but also within the 
$4 billion are some inventories of machine tools and other production 
equipment. 

Taking the bill as a whole—up to now I have talked about section 
4 and section 5 separately—the aggregate gross cost of property 
ope | subject to S. 2473 is thus estimated at $11.5 billion, of which 

$5.9 billion would be made subject by section 4 to taxation like prop- 
erty in taxable private ownership, and the remainder, $5.6 billion, 
would be made subject by section 5 to administratively determined 
payments roughly equivalent to ordinary taxes. Of the overall total, 
some $9.1 billion represents estimates for personal property, and $2.4 
billion is the total for real estate. 

It is difficult to translate these estimates of property costs into 
dependable estimates of the payments that would be made to local 
taxing authorities under this legislation. 

The reasons are set forth in the statement, but I won’t read them 
now. 

Accordingly, it becomes necessary to resort to a rough-and-ready 
basis for estimating payments that might be made under 5. 2473. 
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From the fragmentary information available, it appears that payments 
to be made on real estate would average at least 1 percent, and pos- 
sibly as much as 1.5 percent, of the full market value. If the gross 
cost to the Government of $2.4 billion is taken as a rough measure 
of market value, the payments which would have been made in the 
fiscal year 1954 on account of real estate under this bill may be esti- 
mated at $24 to $36. million. 

Personal property is less fully assessed than real estate, and most 
types of personal property are assessed at a smaller percentage of 
market value in nearly all the jurisdictions which tax such property. 
Consequently an estimate based on the range of effective rates as- 
sumed for real estate would almost certainly overstate the Govern- 
ment’s liability for payments on personal property under S. 2473. 
assuming an average effective rate of 1 percent, the payments on 
personal property valued at $9.1 billion would be $91 million. 

Using these assumptions and an effective date of June 30, 1953, 
the total of payments under 5. 2473 may be estimated at $115 to 
$127 million for the fiscal vear 1954. In addition, there would be 
administrative expenses, primarily in the field operations of the 
agencies which own and manage the properties. With a small allow- 
ance for central direction and rulemaking, the administrative expense 
has been estimated at $4.6 million for the first year and somewhat less 
in later years. By these necessarily rough approximations, then, the 
aggregate cost of S. 2473 is estimated at about $120 to $132 million 
at the present time; that is, for fiscal year 1954. 

Turning to the second bill, H. R. 5605, that has already been 
described and I think it is unnecessary for me to review its provisions. 
I will therefore comment briefly on the costs. 

Since receiving the committee’s request for cost estimates a few 
days ago, we have endeavored to compile for H. R. 5605 data similar 
to the estimates we were preparing for S. 2473. Section 703 is 
prospective in its effect; consequently no estimate of these tax pay- 
ments can be made at this time. That has to do with Government 
corporations created after the effective date of the bill. It might be 
worth mentioning that Public Law 358 of this Congress, establishing the 
St. Lawrence Seaway Development Corporation, which is the only 
such corporation set up in 1954, has specific provisions for payments 
in lieu of taxes on its property which were subject to State and local 
taxation before acquisition by the Corporation. So that Corporation 
would not come under section 703. 

As to section 704, we have not been able, in the short time available, 
to check through the agencies’ lists of properties to a point where a 
definitive list can be prepared. Representatives of the military 
services and GSA will be prepared to describe individual cases. 

In the effort to compile a full report on this bill, problems of classi- 
fication and definition have arisen. These are specified in my state- 
ment. 

In any event, from lists submitted by the Department of Defense 
and General Services Administration, we have tentatively identified 
65 properties which might be the subject of payments under H. R. 
5605. The Annual taxes reported for 57 of these properties total 
$2,562,000. For the eight other properties, annual taxes are not 
reported and we have no adequate basis for estimating them indi- 
vidually. With a rough addition for these properties and an allowance 
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for some rise in local tax rates since the amounts were originally 
reported, it may be estimated that enactment of H. R. 5605 would 
result in aggregate payments of about $3 million to $3.5 million a 
vear during the three calendar years, 1954 to 1956. Some adminis- 
trative expenses would also be required. 

Finally I have a few notes that might be of help to the committee 
on a highlight comparison of the two bills. 

As indicated in the comments on payments under H. R. 5605, the 
defense production facilities subject to subsections 4 (b) and 4 (ce) of 
S. 2473 would also be subject to section 704 of H. R. 5605. Under 
S. 2473, however, these properties would all be restored to the tax 
rolls. H. R. 5605 would restore to the tax rolls only those properties 
which are leased for commercial purposes and would provide for pay- 
ments in lieu of taxes in all other instances. In addition, H. R. 5605 
would provide for resumption of payments to local governments on 
properties transferred to tax-exempt Federal agencies between June 
22, 1948, and the qualifying date of July 1, 1950, which is used in 
S. 2473. 

H. R. 5605 applies to all real property transferred from a Govern- 
ment corporation, whereas 5S. 2473 is limited to defense production 
facilities but includes the personal property as well as the real estate. 

Finally, the operation of H. R. 5605 is limited to a 3-year period 
ending December 31, 1956, whereas S. 2473 has no expiration date. 

Madam Chairlady, that concludes my formal presentation. 

(The complete statement submitted by I. M. Labovitz follows:) 


STATEMENT OF I. M. Laspovirz, LABOR AND WELFARE Division, BUREAU OF 
THE BupGET, ON 8. 2473 anno H. R. 5605 


The Bureau of the Budget is glad to contribute to this hearing on the bills, 
S. 2473 and H. R. 5605, in response to the invitation extended by the committee’s 
chairman in a letter of May 20 to the Director of the Bureau, Mr. Rowland 
Hughes. I should like your permission to read at this time a letter from the 
Director, dated June 1, 1954, in reply to Senator McCarthy’s letter. 

(The letter referred to was read into the hearing by Mr. Labovitz at the 
beginning of his testimony.) 

As the letter states, the two bills before this subcommittee differ substantially 
in scope and complexity. 8. 2473 is permanent in form. It extends to a broad 
variety of properties, both real and personal, which are categorized in the bill 
as ‘“‘defense production facilities.”” H. R. 5605 is temporary in form. It relates 
only to certain real estate which has been transferred from Ccovernment-owned 
corporations to other Federal agencies and to any real estate which may be 
acquired by Government corporations hereafter established. 

To avoid confusion, I believe that it would be best to review each bill sepa- 
rately and then to give a brief comparison of related provisions. I shall deal 
first with S. 2473, presenting the data, relative to the estimated amount of 
expenditures it would entail, which we have compiled in response to the request 
made by the chairman at the previous hearing. 

S. 2473, description of bill 

The title and policy declaration indicate that the purpose of 8. 2473 is to 
provide for payments by the Federal Government to States or local taxing units 
adversely affected by the Federal acquisition, ownership, or use of defense pro- 
duction facilities. The bill would establish a continuing system for these pay- 
ments to the taxing units which are thus adversely affected. It would authorize 
two types of payments. One type of payment would be ordinary ad valorem 
taxpayments which would be authorized in certain instances. In other cases 
there could be administrative-determined payments reasonably related to the 
ad valorem taxes that might be applicable under private ownership. 

On either basis, the payments would be made annually as long as specified 
conditions prevailed with respect to the particular property. 
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The two types of payments which I mentioned are authorized under sections 
4 and 5. Section 4 would consent to actual taxation of Federal Government 
property in certain cases. Section 5 would authorize payments under certain 
circumstances on those defense production facilities, acquired since July 1, 1950, 
which are not made subject to actual taxation. Section 6 assigns responsibilities 
for administering the law, provides for appeals by State or local governments from 
decisions made by property-owning Federal agencies, requires periodic reports, 
and otherwise governs the general administration of the policies. 

It may be useful to describe sections 4 and 5 more fully, specifying the kinds of 
property a basis for payments under each subsection. The following tables 
summarize the estimates of the value of properties subject to payments 

















TABLE |] Estimated value of properties subject to payments under S. 2473 in the 
fiscal year 1954, assuming enactment on June 30, 19538 
3 SUMMARY ’ 
Section of bill Gross costs 
Sec. 4 in thousands 
(a $4, 881,324 
! 792, 869 
aa 216, 215 
(c) (2 13, 135 
Subtotal, sec. 4 5, 903, 546 
Sec. 5, subtotal 5, 560, 297 
Total 11, 468, 843 
| Number of | Gross costs 
Section of bill and Federal agency properties | (in thou 
or locations | sands) 
Sec. 4 (a 
Air Force: Personalty ; $2, 049, 000 
Army: Personalty 621 642, 150 
Navy: Personalty 2, 164, 660 
GSA 
Real Estate... 1 | 973 
Personalty 54 | 24, 541 
Total, sec. 4 (a 
Real estate i 
Personalty 
Subtotal 
Sec. 4 (b | 
Air Force | 
Land } 1 f 250 
Construction. \ 15, 600 
Army 
Land 21 if 2, 079 
Construction. aoe 207, 116 
Navy 
Land ‘ J | 16, 700 
Construction ‘ ‘a 49 244, 050 
Personalty__. fe | 140, 900 
GSA 
Land \ 2 On 
; > 67, 97: 
Construction J bf, 973 
Personalty 98, 201 
Total, sec. 4 (b): 
Real estate - . 553, 768 
Personalty ; : ‘ 239, LOL 
Subtotal | 792, 869 
Sec. 4 (c) (1): | } 
Air Force: 
Land. } 10 { 2, 000 
Construction _. J oe . | 55, 682 
Army 
ene. \ 9 | 153, 192 
Construction .. : | 
Navy 
Land... . . . é 1 { 125 
Construction _. baat , | 5, 219 
| BSsi 4) Teer S 
Total, sec. 4 (e) (1): 
Real estate osiad , andbweins ¥ =" hends | 216, 218 
Personalty - . idee saiereses beni » oiiilnedie bbbete 
Subtotal. -. - ‘ KSebbaarccdinnpepenen oe | 216, 218 
a — ——— —=— 
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TaBLE 1.—Estimated value of properties subject to payments under S. 2473 in the 
fiscal year 1954, assuming enactment on June 30, 1953—Continued 


Number of Gross costs 


Section of bill and Federal agency properties (in thou- 
or locations sands 
Sec. 4 (¢) (2): 
Air Force: 
Land - \ if $250 
Construction _- { min 7, 135 
Navy: 
Land a ae 1, 25¢ 
Construction_. j ane 4, 500 


Total, sec. 4 (c) (2): 
Real estate _. 13, 136 
Personalty 


Subtotal_- J 13, 135 
Sec. 5: 


Air Force: 
Real estate 


tibhinde oes ehdcktdedabe wt " 21 104, 25 
Personalty............ 310 2, 211, 550 
Army: 
Real estate. ___._- ea saints wena cate : 92 520, 600 
POPMIROIET 5... ..3 kadd be nddin cdciee G 616 1, 058, 450 
Navy: 
la eee — vhdinilitein thts - 42 173, 047 
Personalty_.._...-... hai cake a 335 | 692, 400 


Total, sec. 5: 
Real estate. .....-. 
Personalty 
CORRS CURIE. . ccivecncetsseesuaincitecmebet cus papi suuee 5, 560, 297 


Recapitulation by section, and type of property: 
Sec. 4 (a): 
I a a oT yee $973 
Personalty 
Sec. 4 (b): 
Real property... 


- 553. 768 
SIO cicerc tntnccipibinnditiiinitditiatiielie stan eile ek eles 239, 101 

Sec. 4 (c) (1): 
NR ccd lidndcctebas Jctkieadidebe M6 Jubdiced 216, 218 
PN cnt a dtbedidéncttiicesetddbmedistiddcheomidiicanestie é 

Sec. 4 (c) (2): 
RE te ehdceaie aadiida ada tadnk aes meee 13, 135 
POND sab bcm sath tbe ddd cdndcheccdddadueutacavadedadada x 

Sec. 5: 
I aii ici nat aa aii Siinaiaailias ae re 1, 597, 897 
TO te aa ae a a oe ie OO cide aman ..---- 3, 962, 400 


Entire bill, S. 2473: 
Real property 


dsb sid 5 cael Kee cnacwse SOCK OO 
Personalty 


es — =< wss<anneg) ee, eee 


ERE. biscaivee i Wcsiedthusancs adscscdhséseccnutrasedawenas sid 11, 463, 843 


Section 4. Consent to taxation 


Section 4 grants consent to State and local governments to impose their property 
taxes on defense production facilities which fall within three categories defined in 
the section. 

This Federal property may be taxed to the same extent and in the same manner 
as if it were privately owned. The assessed valuation on which the tax is based 
is to represent no greater percentage of true value than is used by assessing 
authorities in valuing property generally for tax purposes within the taxing 
jurisdiction. Any special tax treatment accorded to other similar property is to 
be applied to this Federal property. 

Assuming that S. 2473 had become law on June 30, 1953, it is estimated that 
Government property with a gross cost of nearly $6 billion would have been 
subject to property taxes under this section during the fiscal vear 1954. More 
than $5 billion of this is personal property; about $780 million is real estate. 
(Real estate is defined for purposes of these estimates, as it usually is in property 
tax laws, to comprise both land and improvements.) 

These totals cover the categories defined in three subsections of section 4: 

(1) Subsection 4 (a) refers to property acquired since June 30, 1950, in order 
to protect the financial interest of the Federal Government in connection with 
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loans or contracts of insurance or guaranty or contracts for procurement for 
national defense. 

In compiling estimates of the property that might be subject to payments under 
is provision, we find that estimates for subsection 4 (a) are composed almost 
entirely of progress payments made by the military departments on the current 
inventories of materials and goods in process in the hands of defense contractors. 
This qualifies under the words, “‘property acquired * * * to protect the financial 
interest of the Federal Government in connection with * * * contracts for 
procurement for national defense.’’ In addition, the General Services Adminis- 
tration reports that it has one parcel of real estate and a quantity of machine 


tools in the ‘‘machine tool pool order program.’”’ The total for subsection 4 (a) 
is $4.9 billion 


th 


(2) Subsection 4 (b) refers to property leased or sold by conditional sale to 
taxable persons. In this case, the Federal interest may be taxed if the defense 
production facility is not otherwise subject to State or local taxation. The 
information given to us by the military departments and GSA indicates that in the 
current fiscal year there might have been within this subsection 100 manufac 
turing plants subject to taxation as real estate, and substantial quantities of 
machine tools and other production equipment classified as personal property. 
The total estimated value of property under subsection 4 (b) is almost $800 
million 

3) The third group in section 4, under subsection (c), comprises defense pro- 
duction facilities which have been taxable since June 30, 1950, or may become 
taxable hereafter but which would not continue subject to taxation if this con- 
sent were not given. This subsection refers primarily to properties which have 
been taxable, or may become taxable, because of their ownership by a taxable 
Government corporation, such as the Reconstruction Finance Corporation, but 
which are taken from the tax rolls by transfer of title, administration, or use to 
a nontaxable Government agency. 

This provision of 8. 2473 resembles in some respects the coverage of H. R. 
5605, but the consent given in S. 2473 applies only if the property continues to 
be used as a defense production facilitv. 

In effect, this provision directs that where consent has previously been given 
for the taxation of a particular Government-owned property, and it was subject 
to taxation after June 30, 1950, transfers of title or administrative jurisdiction 
among Federal agencies should not operate to withdraw the consent as long as 
the property continues to be a Federal defense production facility 

The compilations indicate that if 8S. 2473 had been law throughout the fiscal 
vear 1954, the military departments might have been subject to taxes on 2¢ 
defense production plants under subsection 4 (c). Three of these were trans- 
ferred to the departments within this fiscal year. The total for subsection 4 (c) 
is around $230 million. 

In summary for section 4, the gross cost of nearly $6 billion which I menticned 
earlier for properties under this section includes about $4.9 billion reported under 
ubsection 4 (a) by the military services. Since this item represents the aggregate 
of progress payments outstanding on the current inventories of materials and 
goods in process in the hands of defense contractors, its amount might fluetuate 
substantially from time to time. For purposes of these estimates for fiscal year 
1954, the figures are for June 30, 1953 





Seclion 5. Payments on tax-erempt properties 


Payments may be made under section 5 for defense production facilities which 

are not made subject to taxation by section 4. Expressly exempted by subsection 

a), however, is any defense production facility acquired or con.ructed by the 
Federal Government prior to July 1, 1950. Also exempted is any defense produe- 
tion facility which, if in private ownership, would be tax exempt under the 
Constitution or laws of the State of location. 

In general, the State or local governments will be eligible for annual payments 
on property subject to the provisions of this section. Subsection (b) provides, 
however, that a State or loca! government is not eligible if it discriminates against 
the oe produc tion facility or its residents or workers or their families in the 
way in which it provides or withholds the usual governmental services. 

The amount of each payment under section 5 is to be determined by the Federal 
owning agenev in accordance with general rules and regulations to be issued by 
the Director of the Office of Defense Mobilization. The rules and regulations 
must require consideration of several enumerated factors, to the extent that each 
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is pertinent to any particular claim for payment. Also, the general rules are to 
specify or recommend weights to be given to these factors 
The items to be considered may be characterized as representing mainly: (1 


The amount of taxes that would be paid if the property were taxable; (2) addi- 
tional expenditures which may be required of the local government for providing 
services to the defense production facility, and its workers or residents and their 
families; and (3) certain types of aid rendered by the Federal Government. 

The bill provides that during the first 6 months after its effective date applica 
tions shall be accepted relating to the first tax year which begins after June 30, 
1953. Therefore, in making estimates of properties that might be the subject of 
payments in the fiscal year 1954, we have assumed that the legislation w 


‘ gz as 
effect from the beginning of the fiscal vear 


From the data supplied to us by the property-owning agencies, it appears that 
in the fiseal year 1954 property with a gross cost of approximately $5.6 billion 
might have been subject to payments under section 5 of 8. 2473. Of this total, 


$1.6 billion represents the gross acquisition and construction costs of 155 parce! 
of real estate in production facilities owned by the Army, Navy, and Air Force. 
This includes the production eqiupment in these plants. The remaining $4 
billion is classified as personal property at more than 1,250 locations Most of 
this value appears to be current inventories of materials and parts in installations 
of the military departments, but also within the $4 billion are some inventories 
of machine tools and other production equipment. 





Estimated payments under S. 2473 


The aggregate gross cost of property possibly subject to 8S, 2473 is thus estimated 
at $11.5 billion, of which $5.9 billion world be made subject bv section 4 to taxa 
tion like property in taxable private ownership, and the remainder, $5.6 billion 
would be made subject by section 5 to administratively determined payments 
roughly eq: ivelent to ordinary taxes. Of the overall total, some $9.1 billion repre 
sents estimates for personal property, and $2.4 billion is the total for real estate 

It is cifficuit to translate these estimates «f property costs into dependable esti- 
mates of the payments that would be made to local taxing authorities under this 
legislation. Gross cost is only one factor considered in assessing properties for 
tax purposes. Assessment practices vary widely, from township to township 
from county to county, and from State to State. The ratios of assessed to full 
market values may differ for similar properties in a single assessment district 
There are wide variations in a given county or State. No general countrywide 
compilation is available on this subject, excepting for farm real estate. Only a 
few States provide information from which average effective property tax rates 
can be estimated, and these are almost exclusively for real estate. There are no 
such ratios available for personal property, excepting perhaps on a special, local- 
ized basis. 

Accordingly, it becomes necessary to resort to a rough-and-ready basis for esti 
mating payments that might be made under 8. 2473. From the fragmentary in- 
formation available, it appears that the payments to be made on real estate would 
average at least 1 percent, and possibly as much as 1.5 percent, of the full market 
value. If the gross cost to the Government of $2.4 billion is taken as a rough 
measure of market value, the payments which would have been made in the fiscal 
year 1954 on account of real estate under this bill may be estimated at $24 to $36 
million. 

Personal property is less fully assessed than real estate, and most types of 
personal property are assessed at a smaller percentage of market value in nearly 
all the jurisdictions which tax such property. Consequently an estimate based 
on the range of effective rates assumed for real estate would almost certainly 
overstate the Government’s liability for payments on personal property under 
S. 2473. Assuming an average effective rate of 1 percent, the payments on 
personal property valued at $9.1 billion would be $91 millien. 

Using these assumptions, and an effective date of June 30, 1953, the total of 
payments under 8. 2473 may be estimated at $115 to $127 million for the fiscal 
year 1954. In addition, there would be administrative expenses, primarily in 
the field operations of the agencies which own and manage the properties. With 
a small allowance for central direction and rulemaking, the administrative expense 
has been estimated at $4.6 million for the first year and somewhat less in later 
vears. By these necessarily rough approximations, then, the aggregate cost of 
S. 2473 is estimated at about $120 to $132 million at the present time; that is, 
for fiscal vear 1954. 
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H. R. 5605. Description of bill 


I turn now to the second bill, H. R. 5605. This would add a new title to the 
Federal Property and Administrative Services Act of 1949 so as to provide for 
payments with respect to real property transferred from Government corpora- 
tions to other agencies of the Federal Government. It would be effective from 
January 1, 1954, to December 31, 1956. 

The primary purpose is to provide temporary relief for local taxing authorities 
in cases where real estate, which was taxed while in the possession of a Gov- 
ernment-owned corporation, hes been removed from local tax rolls as a result 
of its transfer to some other Federal agency. This relief would be given under 
section 704, which provides for two types of payments with respect to real prop- 
erty transferred from a Government corporation on or after June 22, 1948. 

Under subsection 704 (a), the transferred real property would remain subject 
to taxation by local authorities during all periods in which the property is leased 
for commercial purposes. 

Under subsection 704 (b), the Federal Government would make payments in 
lieu of taxes with respect to the transferred real property so long as Federal 
ownership continues. The payments are to equal the real property taxes that 
would be payable under private ownership, but with deductions: (1) For benefits 
to local taxing authorities arising out of Federal operation of the property (in- 
cluding any sharing of the revenues), and (2) for the cost to the Federal Govern- 
ment of furnishing services which are normally furnished by local taxing au- 
thorities. 

Payments would also be authorized by section 703, which provides that all 
real property of any Government corporation established after the effective date 
shall be subject to taxation by local taxing authorities to the same extent accord- 
ing to its value as other real property. 

Since receiving the committee’s request for cost estimates a few days ago, we 
have endeavored to compile for H. R. 5605 data similar to the estimates we were 
preparing for 8S. 2473. Section 703 is prospective in its effect; consequently no 
estimate of these taxpayments can be made at this time. (Public Law 358 of 
this Congress, establishing the St. Lawrence Seaway Development Corporation, 
has specific provisions for payments in lieu of taxes on its property which was 
subject to State and local taxation before acquisition by the Corporation.) 

As to section 704, we have not been able, in the short time available, to check 
through the agencies’ lists of properties to a point where a definitive list can be 
prepared. Representatives of the military services and GSA will be prepared to 
describe individual cases. 

In the effort to compile a full report on this bill, problems of classification and 
definition have arisen. For example, with respect to a few properties there is 
some uncertainty as to whether they were legally transferred from a Government 
corporation before or after June 22, 1948. Also, there is uncertainty as to the 
effect of changes made in the property after the transfer from a Government cor- 
poration. In view of the language in subsection (a) referring to taxation “to the 
same extent according to its value as other real property is taxed,’’ and a similar 
concept in subsection (b), it seems appropriate to assume that dispositions, dem- 
olitions, and depreciation would be credited in establishing the valuation base. 
It is possible that improvements and additions made after the transfer also would 
be excluded from subsection (a) by the phrase, ‘‘shall remain subject to taxation,” 
but this is uncertain and subsection (b) is silent on the point. Difficulty occurs 
also in identifying cases in which defense installations are used primarily for serv- 
ices to the local public and therefore exempted by section 705 (b). 

From lists submitted by the Department of Defense and General Services 
Administration, we have tentatively identified 65 properties which might be the 
subject of payments under H. R. 5605. The annual taxes reported for 57 of these 
properties total $2,562,000. For the 8 other properties, annual taxes are not 
reported and we have no adequate basis for estimating them individually. With 
a rough addition for these properties and an allowance for some rise in local tax 
rates since the amounts were originally reported, it may be estimated that enact- 
ment of H. R. 5605 would result in aggregate payments of about $3 million to 
$3,500,000 a year during the 3 calendar years, 1954-56. Some administrative 
expenses would also be required. 


Highlight comparison of S. 2473 and H. R. 5605 


As indicated in the comments on payments under H. R. 5605, the defense pro- 
duction facilities subject to subsections 4 (b) and 4 (c) of 8. 2473 would also be 
subject to section 704 of H. R. 5605. Under 8. 2473, however, these properties 
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would all be restored to the tax rolls. H. R. 5605 would restore to the tax rolls 
only those properties which are leased for commercial purposes and would provide 
for payments in lieu of taxes in all other instances. In addition, H. R. 5605 would 
provide for resumption of payments to local governments on properties transferred 
to tax-exempt Federal agencies between June 22, 1948, and the qualifying date of 
July 1, 1950, which is used in 8. 2473. 

H. R. 5605 applies to all real property transferred from a Government corpora- 
tion, whereas 8S. 2473 is limited to defense production facilities but includes the 
personal property as well as the real estate. 

Finally, the operation of H. R. 5605 is limited to a 3-year period ending Decem- 
ber 31, 1956, whereas 8. 2473 has no expiration date. 

Senator Smirx. Thank you very much. 

Senator, do you have any questions? 

Senator Burke. No questions. 

Senator Smitu. Mr. Reynolds? 

Mr. Reynotps. No questions. 

Senator Smitu. The Chair had some questions, but your statement 
gave such a complete explanation of the bill that I have no questions 
to ask. I rather gather that you and the staff of the committee have 
been working rather closely on this. 

Mr. Lapovirz. Yes, we have. 

Senator SmitH. You are going to remain, I understand, in case 
there are some questions to be asked later? 

Mr. Lasovirz. Yes. 

Senator Smirxa. Thank you very much. 

We will now listen to Thomas N. Biddison. 

Mr. Biddison, I understand that you are the city solicitor of 
Baltimore, Md.? 


STATEMENT OF THOMAS N. BIDDISON, CITY SOLICITOR, BALTI- 
MORE, MD., AND FORMER PRESIDENT, NATIONAL INSTITUTE 
OF MUNICIPAL LAW OFFICERS 


Mr. Brppison. Yes. 

Senator SmirH. You are also formerly president of the National 
Institute of Municipal Law Officers? 

Mr. Brippison. That is correct. 

Senator Smita. We will be pleased to hear from you. 

Do you have a statement? 

Mr. Bropison. I have a statement. 

Senator Smiru. Will you give your full name to the reporter? 

Mr. Bipptson. Madam Chairlady, members of the subcommittee, I 
am Thomas N. Biddison, city solicitor of Baltimore, Md. I am appear- 
ing this morning as a witness for the American Municipal Association, 
the National Institute of Municipal Law Officers, the Maryland Munic- 
ipal League and the city of Baltimore. Iam a former chairman of the 
committee on municipal revenues from federally owned property of 
the National Institute of Municipal Law Officers and its immedia- 
ate past president. 

The problem of Federal immunity from local taxation and its impact 
on local government has grown to such an extent that the situation 
may now be conservatively described, in some cities, as ‘‘critical.”’ 

Back in 1947, during the 80th Congress the Committee on Public 
Lands of the United States Senate held extensive hearings on this 








od PAYMENTS IN LIEU OF TAXES& 
subject, even traveling to the Pacific coast in order to obtain factual, 
accurate, authoritative data. The committee report clearly states: 


The testimony established beyond doubt the dire need for immediate legislation 
to relieve local governments from an excessive and inequitable tax burden. 


Che report concluded with these words: 
Procrastination will not diminish the size of the problem nor provide a remedy. 


Accordingly, it is not unseemly to suggest to this subcommittee, to- 
day, that it is imperative that a favorable report be given to the two 
bills under consideration, 5. 2473 and H. R. 5605. Passage of these bills 


will place, in reality, no new or added cost to the country. In fact, 
the services of local governments are now being rendered and are now 
being paid for. The difficulty is that the burden of them is inequita- 


bly distributed because of the exe mption from taxation of the property 
owned by the United States. This is particularly true as it pertains 
to the type of industrial and commercial properties which are treated 
in the two bills under consideration by the committee this morning. 

Legislation of the character under consideration today will merely 
equalize the burden. Legislation must be passed at the Federal level 
to accomplish this aim because we know of no way in which this 
burden can be equalized other than collection of the money on a 
nationwide basis from Federal taxpayers. 

The basic question at issue is whether the costs of providing Federal 
property with local government services such as police protection, 
fire protection, water and sewage disposal, as well as providing em- 
plovees emploved on such property with community services; should 
rest primarily on the non-Federal property owner. Where Federal 
property is exe - from local taxation and no payments in lieu of 
taxes are made, it is perfectly obvious that the local taxpayers in the 
local en unit concerned are meeting the costs of such 
services to an extent disproportionate to the costs borne by property 
holders not so affected. We take it as axiomatic that the cost of the 
national defense is a national cost and that insofar as possible it 
should be a cost distributed over the national taxpaying base. To 
the extent that such property is tax exempt, the cost of providing 
services must be borne by the local taxpayers. That simply means 
that the taxpayers in which the particular installation exists are 
subsidizing the national defense effort. They are carrying a greater 
part of the tax load to provide for the national defense than those 
taxpayers who do not have defense-type, tax-exempt Federal property 
within their political subdivision. 

The full costs of Federal programs should be a charge on the re- 
sources of the Federal Government, rather than a demand partially 
on the resources of local government. While it may be admitted that 
& positive answer to this question would result in an increase in Federal 
costs directly proportionate to the full costs of providing local govern- 
ment services, it is pertinent to observe that the net cost to the total 
tax resources of the Nation—Federal, State, local—could not be 
appreciably greater. But, what will result is that the burden of the 
cost will be shifted and spread over the entire Federal tax base. 

The Federal Government owns approximately 25 percent of the land 
area of the United States. It is a well-recognized fact that these 
property holdings and the Federal activities associated therewith are 
unequally distributed amongst local governments in the Nation. As 
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a matter of fundamental justice and equity the financial burdens im- 
posed on these communities by reason of the removal of the property 
in Federal ownership from loc ‘al tax rolls, and the creation of additional 
Federal activities associated therewith calling for increased local ser- 
vices, should be equally distributed amongst the taxpayers of the 
Nation. 

The ever-increasing encroachment of Federal ownership is creating 
a situation in some local units of government which is disastrous in its 
financial consequences. This is true not only with reference to the 
loss of taxes on that land, but it is also true with reference to the local 
government’s ability to borrow money. One of the most important 
aspects of this problem, which is frequently overlooked by those who 
oppose passage of legislation of the type under consideration this 
morning, is the fact that local governments operate under rigidly 
fixed debt limits. These debt limits are fixed by the State statutes. 
the State constitution, by charter, and as applies to the city of 
Baltimore, by rules of sound financing. 

They are expressed, usually in terms of a certain percentage of the 
political subdivision’s assessed valuation, that is to say, the value of 
the taxable property in the community. Now, if the F ‘ederal Govern- 
ment acquires large areas of nontaxable land, buildings, and other 
items taxable as real property, the removal of this property from the 
tax rolls reduces the taxable assessed valuation for borrowing purposes. 
[n all the testimony of all the witnesses who have appeared in opposi- 
tion to pay in lieu legislation, no one has ever offered a satisfactory 
solution for this problem. The problem is simply stated. It is that 
a local government is twice cursed by the presence of tax-exempt 
Federal holdings. It is cursed once because the property does not 
bear its cost of providing community services. It is cursed the second 
time bee “ause the nontaxable property acts as a penalty in the local 
government’s assessed value for borrowing purposes. 

There are other witnesses who will follow me this morning. They 
will present, [ am informed, detailed examples of the hardships created 
by the tremendous growth in Federal property acquisition. Con- 
sequently, I will not include in my testimony general or specific 
examples ‘of the loss suffered by communities other than Baltimore. 

Madam Chairlady, in view of your statement this morning, | 
would not at this time urge amendments of the bills which are before 
the committee for present consideration, but I do think looking to the 
future, that I would be remiss in my obligation to my city and to the 
many cities throughout the Nation affected by this problem if I did 
not point out to you our local situation and point to you the situation 
that exists in other cities. 

Looking to the future, and urging in the future a continuous com- 
prehensive attack upon this problem, I might point out, for instance 
in Baltimore we have $19,572,120 of federally owned property which 
is exempt from taxation, amounting to approximately one-half million 
dollars a year loss in taxes which this bill does not cover. We under- 
stand from our assessment chief we would have no property affected 
by this legislation, but we nevertheless urge the present legislation 
because of the very vital principle involve 1d of exemption, providing 
for taxes for services rendered by local communities. A vast majority, 
I would say, of cities throughout the Nation, in fact, would not benefit 
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from this bill, but I believe that pretty generally they would support 
it in principle, to make the vital forward necessary steps. 

1 would like to leave with the committee an urgent request that 
eventually they broaden this bill to give cities relief which are in a 
position similar to Baltimore. 

In conclusion, I should like to quote from the Hoover Commission’s 
recommendations on this subject: 

Every effort should be made to leave to localities and States adequate resources 
from which to raise the revenue to meet the duties and responsibilities of the State 
and local governments. 

Also in conclusion I would like to submit the resolution of the Na- 
tional Institute of Municipal Law Officers referred to by Senator 
Knowland, and that resolution is brief and reads as follows: 


PAYMENTS IN LIEU OF TAXES ON FEDERALLY OWNED PROPERTY 

Whereas the National Institute of Municipal Law Officers has at its previous 
conferences noted the tremendous increase in recent years in Federal ownership 
of real estate and urged Congress to adopt legislation providing financial relief to 
municipalities for tax losses suffered when the vast areas of land are taken off the 
local tax rolls by Federal purchase or condemnation; and 

Whereas Congress held only brief hearings on this legislation during the last 
session, and again postponed action on this vital legislation, with a comment by 
the chairman of the Senate committee that this legislation would be the ‘‘first 
order of business’’ at the next session: Now, therefore, be it 

Resolved, That the National Institute of Municipal Law Officers hereby reaffirms 
its position that payment in lieu of taxes should be provided by appropriate legis- 
lation, and urges Congress to expedite with all possible speed the adoption of this 
legislation to alleviate the great financial injustice to municipalities which now 
exists. 

Madam Chairlady, we urge the adoption of S. 2473 and H. R. 5605. 

I certainly would like to express to you my thanks and appreciation 
for your courtesy this morning. 

Senator Smita. Thank you very much. 

Do you have any questions, Senator Burke? 

Senator Burks. No questions. 

Senator Smita. Mr. Reynolds? 

Mr. Reynoups. No questions. 

Senator Smiru. If this bill or a bill were enacted into law, what 
would happen to the additional funds received? 

Mr. Bippison. The additional funds received would go, as I would 
understand it, to the general funds of the municipality for carrying on 
the operations of their government. 

Senator Smita. Would the tax burden of the citizens, local citizens, 
be decreased? 

Mr. Bippison. I think it unquestionably would because it would 
go into general funds, 

Senator Smiru. Would it mean the paying of debts and additional 
services? 

Mr. Brppison. It should not in the ordinary operation of munici- 
palities mean the paying of debts because they are funded and pro- 
vided with regular annual appropriations. It need not, of necessity, 
mean additional services. It could be applied to the services presently 
supplied by the municipality. 

Senator Smitxa. Thank you very much, 

Mr. Bippison. Thank you, Madam Chairlady. 
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Senator Smita. Mr. John Witherspoon, assistant mayor and con- 
troller, city of Detroit, Mich. 
I understand you have someone with you. 


STATEMENT OF JOHN H. WITHERSPOON, ASSISTANT MAYOR 
AND CONTROLLER, CITY OF DETROIT, MICH.; ACCOMPANIED 
BY HOMER R. MARSON, PRESIDENT, BOARD OF ASSESSORS, 
CITY OF DETROIT 


Mr. WirHerspoon. Yes, Madam Chairlady. I have with me 
Mr. Marson, who is president of the Board of Assessors of the City 
of Detroit. 

Senator Smita. Mr. Marson, will you come forward. 

Mr. Marson, you are the president of the board of assessors in the 
city of Detroit? 

Mr. Marson. That is correct. 

Madam Chairlady, I also represent the National Association of 
Assessing Officers who have asked me from Chicago to represent them 
and to give wholehearted support to the resolution which Senator 
Knowland gave you this morning. 

Senator Smira. Mr. Witherspoon, will you give your full name to 
the reporter? Do you have a statement? 

Mr. Witherspoon. Yes, Madam Chairlady. 

Madam Chairlady and members of the subcommittee: 

I want to thank you for this opportunity to appear before you. 

I am John H. Witherspoon, controller, and termed “assistant 
mayor” of the city of Detroit. I am appearing here this morning 
on behalf of the American Municipal Association, the Michigan 
Municipal League, and the city of Detroit. I appear to urge the 
committee to report favorably on S. 2473 and H. R. 5605. 

This morning you are considering two bills, the principles of which 
have the unqualified and unanimous approval of all of the most 
reputable organizations representing State, county, and local govern- 
ments in the United States. A simple listing of these organizations is 
more ample and eloquent testimony than anything I san say. These 
bills are supported, in principle, by: The American Municipal Asso- 
ciation, the National Association of Assessing Officers, the Federation 
of Tax Administrators, the Municipal Finance Officers Association, 
the National Institute of Municipal Law Officers, the United States 
Conference of Mayors, the National Association of County Officials, 
and the Council of State Governments. Unanimously, then, local 
government in the United States appears before you this morning to 
urge favorable consideration of these two bills. 

President. Eisenhower supports the principles of these bills. In a 
special message which he sent to the Congress in 1953, he said: 

The matter of the adequacy of fiscal resources available to the various levels of 
government to discharge their proper functions must be carefully explored. 

And, finally, both party platforms support the principle in these 
bills. The Republican platform says: 

That there is a need for * * * reallocation of fields of taxation between Federal, 


State, and municipal governments so as to allow greater freedom to the States 
and municipalities * * * to meet their obligations more efficiently. 








os PAYMENTS IN LIEU OF TAXES 


Any study of the loss of local tax revenues through Federal property 
acquisitions reveals that the subsequent tax exemptions are a serious 
threat to local self-government in the United States. The rapidly 
growing amount of federally owned real estate has reached the point, 
in some instances, where it threatens the financial integrity, if not the 
very existence, of some local governmental units. The transfer of 
property from a taxpaying status to a Federal or nontaxpaying status, 
has had serious impact on revenues from property taxation in literally 
hundreds of units of local government in dozens of States. 

We all know that taking property from local tax rolls does not 
lessen the need of nor the demand for local government services. 
All it does is weaken the tax resources from which those services are 
supplied. Governmental services cost money. For the most part 
the services of Government, aside from national defense, are per- 
formed by local government. The major tax source of local govern- 
ment is the real property tax. If local government is to be deprived 
of its legitimate tax resources, then local government either fails to 
provide the services, imperils its financial integrity, or turns to the 
Federal and State Governments for aid. We are strong advocates 
of local home rule. We believe that local government should have 
an adequate tax base so that it may provide proper local services 
without the necessity of turning to the State or Federal Governments 
for assistance. 

As long ago as 1943, after studying this problem for 2 years, the 
Secretary of the Treasury submitted a report to the Congress in 
pursuance with Senate Resolution 160 of the 77th Congress. That 
report said: 

Federal payments in lieu of taxes on Federal properties located within the 
boundaries of local governments presents one of the more difficult and less satis- 
factorily handled problems in intergovernmental relations. The problem has 
been aggravated bv the Federal acquisition of large tracts of land * * * and 
other defense facilities. These acauisitions often creates difficult local financial 
problems because they deplete the local tax base, and because in many instances 
Federal properties make it necessary for local governments to expand govern- 
mental services. 

Members of the subcommittee, one of the great virtues of the bills 
before you this morning is that they finally get around to treating 
this problem which has been with us for these many years and which 
has not, to date, been successfully dealt with. In my opinion, these 
bills present solutions to some of the problems. They present. solu- 
tions in manageable proportions. This is a great merit in them. 

I should like to confine the rest of my remarks to the specific impact 
of defense activities on local governments. Many local communities 
are overrun by armed-service and defense-production installations. 
Federal fiscal help has been given to the schools in such areas, but 
other local service problems such as police, fire, water, sewage dis- 
posal, health, and others, need to be supported, too. And in many 
cases they need to be expanded to take care of the increased load put 
upon them by Federal action. 

During World War I and also during World War II local com- 
munities became increasingly alarmed by the amount of real estate 
especially that was being exempted from their tax rolls and by the 
financial impact upon them because of the demand for additional 
services. 
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In some States they levy a tangible personal property tax. In 
other States they do not. Michigan is one of the States that levies 
a tangible personal property tax. 

The straw that really broke the camel’s back was this new partial- 
payment-clause provision. We didn’t hear of that at all until the 
last 4 or 5 years, I would say, although I understand it has been in 
effect in some locations since World War Il. That partial-payment 
clause provides that when any partial payment, regardless of the 
amount of the partial payment, on a defense contract is made, that 
that has the effect of passing the title to all of the property used in 
producing the implements of war, the raw materials, the inventories, 
the tools, the dies, and the machinery, by a very small payment, of 
taking from the property rolls all of this property that is being used 
by private manufacturers on a Government defense contract. Con- 
trast that with the situation during World War II. During that 
period all of that equipment used to produce the implements of war 
was tangible. The thing that was not subject to taxation was the 
final product of the raw materials and the tools when it was accepted 
by the Government, then at that time title passed. 

Under this new gimmick, title passes when a partial payment is 
made on a contract for defense production. 

Such manufacturers should pay taxes to local government on such 
raw materials and goods in the process of manufacture and they should 
continue to do so until they have been resolved into implements of 
defense and accepted by the agency of the United States Government. 

Recent examples of this practice include Los Angeles County, where 
I am advised some $600 million of inventories, work in process, and 
the like, were removed by Federal action from the county’s tax rolls. 

The city of Detroit, under the so-called partial-payment clause, 
lost, in assessed value of angie personal property, the following: 
During 1952, $6,774,560; 1953, $35,795,740; 1954, $16,555,150. The 
total taxes lost to the city, sc eer and county for these 3 years was 
the sum of $2,358,117.59. At the present time, real property under 
technical Government ownership by defense agencies, having an as- 
sessed value in excess of $3,25 0,000, is exe mpt. The total taxes lost 
on this property exceed $127,000 per annum. 

Many years ago—in the case of Lane County v. Oregon (74 U.S. 

71, 19 Law edition 101, 104 (1869)—the Supreme Court said: 

Now to the existence of the States, themselves, necessary to the existence of 
the United States, the power of taxation is indispensable. It is an essential fune- 
tion of Government. * * * In respect, however, to property, business, and 
persons within their respective limits, their—the States—power of taxation re- 
mained and remains entire. 

The sovereignty of the United States must be recognized, as must 
be that of the States. No one disputes the basic importance of an 
adequate defense production. The location of this production in- 
volves many factors—security, manpower, industrial facilities, and 
know-how, and countless others. Should a community that offers 
advantages for defense production pay a disproportionate share of 
the cost of defense, or should the cost be spread equitably and na- 
tionally? To ask the question is to answer it. 

Other witnesses will present still further examples of this problem. 
In closing, I should just like to say this: I understand that this was 
the last bill on which the late, great Senator Robert A. Taft worked. 


48123—54 5 
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It was introduced shortly before his death by the Senate majority 
leader, Mr. Knowland, who appeared this morning, at Senator Taft’s 
request. From conversations I have had with people who worked 
with Mr. Taft on this problem, I know that it was his desire for this 
bill to pass during the last session of the Congress. He expressed 
this desire on the floor of the Senate in one of his last comments, by 
stating that this matter was of such urgency that he was making it 
the subject of a special bill and not leaving it for any future policy 
considerations on an overall Federal payments-in-lieu-of-taxes policy. 
Senator Taft knew that in order for the United States to be strong, 
local government must be strong. And, in order for local government 
to be strong, we must protect the tax resources of those communities. 

For these reasons we urge immediate, favorable consideration of the 
legislation before you this morning. 

Thank you for this generous allotment of your time. 

Senator Smrrx. Thank you very much, Mr. Witherspoon. 

Do you have any questions, Senator Burke? 

Senator Burke. No. 

Senator Smira. Mr. Reynolds? 

Mr. Reynotps. No. 

Senator Smita. Thank you. 

Mr. Marson? 

Mr. Marson. Thank you, Madam Chairlady. I believe Mr. 
Witherspoon has presented the situation as it comes from the State 
of Michigan and the city of Detroit and Wayne County very well. 

In passing, it seems to me clearly implied in the bill that the 
Federal-owning agencies will abide by local tax laws in relation to 
submitting returns and reports to State and local agencies in order 
that there will be a meeting of minds as to the nature and amount 
of property to be included in the values on which these payments 
for local taxes are to be made or determined. 

I can say to you that the assessors in conference and in review of 
this bill stated wholeheartedly that it is broad in its aspects, but its 
administration is simple. 

In their opinion any assessing officers in local government can 
function well under its limitations and scope, with harmony and 
understanding, which I believe is very important. 

I want to thank you for permitting me to appear, and I have 
enjoyed working with the committee over the last year on this bill. 

Senator SmituH. We are very glad to have you in. 

Now we will hear from Mayor Porter of Adrian, Mich. 

Congressman Meader, don’t you want to sit with the committee 
while the m: ayor is testifying? 

Mr. Meaprer. Madam Chairlady, thank you. 


STATEMENT OF CLAUDE E. PORTER, MAYOR, ADRIAN, MICH.; 
PRESIDENT, MICHIGAN MUNICIPAL LEAGUE 


Mr. Porter. Madam Chairlady and members of the subcommittee, it 
is indeed a privilege and distinction to appear before the members 
of this committee in the interest of payment in lieu of taxes to local 
communities. 

I am Claude E. Porter, mayor of the city of Adrian, and president 
of the Michigan Municipal League, and a member of the Study Com- 
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mittee on Pay in Lieu of Taxes of the Commission on Intergovern- 
mental Relations. 

I should like to read a statement to you and file some exhibits that 
are included herewith. 

Senator Smiru. We shall be very glad to hear you. 

Mr. Porter. Thank you. 

The city of Adrian, a community of 18,400 population, is deeply 
concerned because of two situations regarding a Government-owned 
plant, the former Bohn Aluminum & Brass Corp. plant No. 24, in 
Adrian, Mich. This plant is now leased by and known as the Alumi- 
num Division of Bridgeport Brass Co. of Bridgeport, Conn. For 
acquisition date and current plant activity in the aluminum field, see 
exhibit 1. 

1. A letter from the Detroit Air Regional Office, Central Air 

Procurement District, dated January 30, 1953, has been received by 
the city to the effect that the city of Adrian will not receive 1952 
taxes with respect to this plant, and- 
that information has been received from higher authority stating that no State 
or local ad valorem taxes are properly assessable against the property and none 
should be paid. 
If this decision stands, the 1952 and 1953 tax loss to the city amounts 
to $176,181.15. We respectfully request that this amount be paid 
in lieu of taxes at this time by the United States Government and 
assurance given that in lieu of tax payments will be made in this year 
of 1954 and in the following years. 

2. A second letter from the Detroit Air Procurement District 
Mobile Air Material Area dated November 5, 1953, has been received 
by the Gerity Michigan Manufacturing Co., of Adrian, at one time 
the housekeeping agency for the subject plant, demanding the refund 
of real property tax for period July 1, 1949, to June 30, 1950, amount- 
ing to a total of $140,548.69. Included in this amount is $35,947.27 
paid to the city of Adrian. The city has been notified of the demand 
contained in said letter. 

The subject plant was built in 1942 and 1943 by the Defense Plants 
Corporation at a reported cost of $20 million and a $5 million addition 
has been since added. The city of Adrian has received each year 
until 1952 from the owner or operator of the above plant a sum equal 
to the taxes paid by private enterprise on similar assessed value of 
property. This policy has been set for many years. Said payments 
were made regularly and without question. The subject plant has 
been leased from the Government for the manufacture of critical 
defense materials and for commercial and civilian productiveness. 

On or about January 1, 1950, it is understood, title to the property 
was invested in the United States Air Force Manufacturing Methods 
Pilot Plant. An assessed valuation agreed upon by the Government, 
namely $2,633,500, has been used each year in good faith in deter- 
mining the fair share of municipal services and expense this plant 
should pay. The above amount constitutes about 9 percent of the 
city tax receipts. So great a loss as $176,181.15 is a most serious 
calamity to a community the size of Adrian. It represents almost $10 
for every man, woman and child in the city. To refund taxes as 
requested by the Air Force letter that have been paid and disbursed 
for city operating expenses including municipal services to this plant 
in 1951 in light of existing conditions is fantastic. 
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There follows a schedule of taxes as they have been paid during the 
t years previously and the taxes assessed in 1952 and 1953. 

The subject plant receives all of the municipal services, facilities, 
and attention that is normally extended to other plants and industries 
in this e’ty that pay their just share of taxes; and in addition the 
subject plant ‘receives further necessary special services due to the 
nature of the activities carried on in the manufacture of critical 
defense materials and the amplified local problems created by a plant 
of its size in a small community. 

In addition to the services and facilities extended directly to the 
plant, it must be borne in mind that the large labor force brought 
into the community by such a plant creates major problems which 
indirectly necessitate still further services and facilities in every ares 
of the city 

In the past, we believe this plant has been engaged in defense work 
activity of the utmost importance. There has been transported to 
and installed in this plant a 16,500-ton forge press of which there are 
only three in the country, together with the necessary complementary 
machinery and equipment. It was brought to Adrian from Germany 
as a part of the reparations settlement. At an earlier date, we are 
advised, Russia confiscated a similar but 30,000-ton aluminum ex- 
trusion press in Germany and transported it to Russia, at the same 
time kidnaping the engineers and taking them also to Russia to 
operate the gigantic press and to teach Russian workmen the skill 
to man this industrial giant. For security reasons, therefore, this 
plant is subject to above average plant protection. 

There follows a list of the services that are extended to the plant by 
this community which we will skip because references have been made 
in other testimony to them. 

| would like only to mention that the city of Adrian has recently 
purchased a 75-foot aerial ladder truck with high-pressure and fog- 
type apparatus specially acquired for fighting industrial fires. The 
subject plant is over 65 feet high in some locations and is the highest 
industrial plant in Adrian. 

There has been an influx of migrant skilled and unskilled labor with 
the consequent added problems and expense always created by an 
increased population. On December 28, 1951, company officials 
announced in the Adrian Daily Telegram in part— 
that about 100 new workers will be added each month until the force numbers 
between 1,200 and 1,500. That in view of the contemplated influx of additional 
workers during 1952 one of the vital needs of the community is for additional 
housing 

The result of this announcement was electrifying: People came or 
were brought in from distant places; home building reached a new 
high; public services of all kinds had to be extended and expanded. 
This has affected all areas of the city. The most recent population 
growth reported, based on the 1950 national census, is 29 percent; far 
above the average of other Michigan cities. 

3. It naturally follows and it is a ‘fact that there is a marked increase 
in school attendance with resulting additional school expense, both 
capital and operating. Most of the workers brought in have been 
young and middle-aged families with children already of school age. 
The school situation has become so acute that last April the people 
voted a bond issue of $989,000 to expand the school system, and two 
new schools are now under construction. 
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4. Sewage-disposal demands have become so great that the city is 
presently under a court order to construct, and is in the process of 
building, an additional sewage-disposal plant addition and trunkline 
sewers that will cost in excess of $960,000. 

Water demands have also increased and in 1951 the city con- 
structed additional water facilities amounting to $580,000. Presently, 
the Water Department is considering the addition of a 1-million- 
gallon elevated storage tank 120 feet high at a cost of from $100,000 
to $125,000 to assure an emergency supply and pressure in the event 
of a bad industrial plant fire. There has also been recently received, 
2,700 feet of 12-inch cast iron water main to further supplement the 
water service to this industrial area. 

The sewage plant and the water plant and the school facilities have 
caused the city to assume a bonded indebtedness of more than 
$2,500,000. 

When the Detroit Air Regional Office letter dated January 30, 1953, 
was received notifying the city that taxes would not be paid for the 
first time—1952—since the plant was buut, the following had already 
taken place: 

A. January 1, 1952, tax roll including assessed value of subject 
plant as used in former years and approved by a ges officials 
was certified to the State for the fiseal year 1952- 

B. Budget adopted in June of 1952 and tax rate for fiscal year 
established on basis of budgeted need—including services to subject 
plant—and total city assessed value—including this plant’s assessed 
value. 

A large proportion of taxes collected prior to deadline for delin- 
quent penalty, August 10, 1952. 

D. Substantial amounts expended or encumbered by firm commit- 
ments; said amounts approved by the adoption of the 1952-53 fiscal 
year, July 1 to June 30, budget appropriations. Therefore, the 
refusal by the Air Force, to pay taxes or in lieu of taxes on January 
30, 1953, after 6 months of the fiscal year had passed, in an amount 
of almost 9 percent of the total tax, and from the United States 
Government—a source for which no reserve for delinquent tax is 
set up—created chaos, confusion, and hardship that is impossible to 
adequately describe. A problem that did and still does press the city 
hard is the payment of merchandise bills for goods bought in good 
faith, the meeting of city payrolls and bonded debt retirement. 

In view of the heavy demands imposed upon this community by 
the location of this defense plant, we feel it is only fair that the plant 
should pay its fair share of the expenses of the community. We do 
not ask that the United States Government pay any premium because 
of its plant located in Adrian but only that it pay in like proportion 
to other property owners located in Adrian. 

The payment of taxes ad valorem or in lieu thereof, have been made 
regularly on this big defense plant since it was built during World 
War II. This Government plant expects and needs all the municipal 
services: sewers, water, fire and police protection, et cetera, as do other 
industries. The city of Adrian has geared its ability to furnish these 
services in accord with the need and demand of its requirements at a 
considerable expense annually and by long-term bonded obligations. 

Aside from the financial difficulties in which the city is placed, the 
injustice of the policy is obvious. The Government dictatorily de- 
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mands all of the benefits the community has to offer. It elects to 
assume no responsibility. 

This plant turns out products for the benefit of all the people, 
surely—but not every community has a Government plant. A com- 
paratively few communities are asked to shoulder the taxload that 
should be assumed by all the people. 

Still another fundamental issue is involved. This Government 
plant in Adrian and Government plants in other areas are in direct 
competition with private industry. Private industry, paying their 
full share of local taxes for the support of police and fire departments, 
water systems, disposal systems, schools, et cetera, produce the same 
products that come out of the Government plants. 

All other factors being equal, the Government plants, by escaping 
taxes, could undersell private industry. With enough plants the 
Government, by compelling hundreds of local communities to shoulder 
all local tax responsibilities, could put private industry out of business. 

We strongly urge this committee to give consideration to the two 
bills before it, particularly H. R. 5605, because of the interim date 
that is set forth there. 

In the light of the demand by the Air Force for a refund of taxes 
paid after July 1, 1949, which is set, forth as exhibit 3 in this state- 
ment, we pray that you unanimously recommend legislation retro- 
active to July 1, 1949. 

(The full statement submitted by Mr. Porter follows:) 


STATEMENT oF CiLAupE E. Porter, Mayor, Ciry or AprrIAn, MICcCH., AND 
PRESIDENT OF THE MicHuiGAN MunicrpaLt LEAGUE 


The city of Adrian, a community of 18,400 population, is deeply concerned 
because of two situations regarding a Government-owned plant, the former 
Bohn Aluminum & Brass Corp. plant No. 24 in Adrian, Mich. This plant is 
now leased by and known as the aluminum division of Bridgeport Brass Co. of 
Bridgeport, Conn. (For acquisition date and current plant activity in the alu- 
minum field, see exhibit 1.) 

1. A letter from the Detroit Air Regional Office, Central Air Procurement 
District, dated January 30, 1953, has been received by the city to the effect 
that the city of Adrian will not receive 1952 taxes with respect to this plant, 
and “‘that information has been received from higher authority stating that no 
State or local ad valorem taxes are properly assessable against the property and 
none should be paid.” If this decision stands, the 1952 and 1953 tax loss to the 
city amounts to $176,181.15. We respectfully request that this amount be 
paid in lieu of taxes at this time by the United States Government and assurance 
given that in lieu of tax payments will be made in this year of 1954 and in following 
years. 

2. Asecond letter from the Detroit Air Procurement District mobile air material 
area dated November 5, 1953, has been received by the Gerity Michigan Manu- 
facturing Co. of Adrian, at one time the housekeeping agency for the subject plant, 
demanding the refund of real property tax for period July 1, 1949, to June 30, 
1950, amounting to a total of $140,548.69. Included in this amount is $35,947.27 
paid to the city of Adrian. The city has been notified of the demand contained 
in said letter. 

The subject plant was built in 1942 and 1943 by the Defense Plants Corporation 
at a reported cost of $20 million, a $5 million addition has been since added. The 
city of Adrian has received each year until 1952 from the owner or operator of the 
above plant a sum equal to the taxes paid by private enterprises on similar as- 
sessed value of property. This policy has been set formany years. Said payments 
were made regularly and without question. The subject plant has been leased 
from the Government for the manufacture of critical defense materials and for 
commercial and civilian productiveness. 

On or about January 1, 1950, it is understood, title to the property was invested 
in the United States Air Force manufacturing methods pilot plant. An assessed 
valuation agreed upon by the Government, namely $2,633,500, has been used each 
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year in good faith in determining the fair share of municipal services and expense 
this plant should pay. The above amount constitutes about 9 percent of the city 
tax receipts. So great a loss as $176,181.15 is a most serious calamity to a com- 
munity the size of Adrian. It represents almost $10 for every man, woman and 
child in the city. To refund taxes as requested by the Air Force letter that have 
been paid and disbursed for city operating expenses jncluding municipal services to 
this plant in 1951 in light of existing conditions is fantastic. 

The subject plant has paid a share of taxes during the past 6 years except 1952 
and 1953 as follows: 


Year | City School County Total 
1953 1... $36, 605.65 | $33,182.10 | $18, 434. 50 
1952 1__. 36, 342. 30 33, 182. 10 18, 434. 50 
1951 35, 947. 28 33, 182. 10 18, 434. 50 
1950 35, 947. 27 33, 972. 15 15, 801. 00 





1949 , ; 34,498.85 | 33,972.15 15,801.00 | 84, 272.00 
1948 = niscaeamcele a : 30, 943. 63 15, 116. 29 26,624.69 | 72,684.61 





1 Not paid. 


The subject plant receives all of the municipal services, facilities, and attention 
that is normally extended to other plants and industries in this city that pay their 
just share of taxes; and in addition the subject plant receives further necessary 
special services due to the nature of the activities carried on in the manufacture 
of critical defense materials and the amplified local problems created by a plant of 
its size in a small community. 

In addition to the services and facilities extended directly to the plant, it must 
be borne in mind that the large labor force brought into the community by such a 
plant creates major problems which indirectly necessitate still further services and 
facilities in every area of the city. 

In the past, we believe this plant has been engaged in defense work activity of 
the utmost importance. There has been transported to and installed in this plant 
a 16,500-ton forge press of which there are only 3 in the country, together with the 
necessary complementary machinery and equipment. It was brought to Adrian 
from Germany as a part of the reparations settlement. At an earlier date, we are 
advised, Russia confiscated a similar but 30,000-ton aluminum extrusion press in 
Germany and transported it to Russia, at the same time kidnaping the engineers 
and taking them also to Russia to operate the gigantic press and to teach Russian 
workmen the skill to man this industrial giant. For security reasons, therefore, 
this plant is subject to above average plant protection. 

Some of the services and facilities extended to this plant and the local problems 
created by the plant, both directly and indirectly, to mention only a few that are 
most obvious, are outlined below: 

1. The city of Adrian furnished this United States Government plant: 

A. City fire protection including a recently purchased 75-foot aerial ladder 
truck with high-pressure and fog-type apparatus specially acquired for fighting 
industrial fires. The subject plant is over 65 feet high in some locations and is 
the highest industrial plant in Adrian, one roof fire in the past could not have been 
put out without far greater loss without this special equipment. The fire depart- 
ment makes a complete fire inspection of the plant twice each year. 

B. Cooperation of all facilities of the city law enforcement agencies and the 
city police department, including special police detail at an earlier date during 
labor strikes and a near riot, traffic regulation and control in the area, traffic 
signal maintenance and upkeep. 

C. All city police cars, fire equipment and many public works vehicles are 
equipped with two-way radios for fast emergency service in time of need. 

D. The public improvement department provides for street maintenance, 
street cleaning, snow removal, cleans storm sewers and sanitary sewers. Sanitary 
sewage disposal facilities are available and used. 

E. City water, fire hydrants, adequate street lighting and every other customary 
municipal service is provided for this plant. 

F. All of the above facilities and services have been provided this Government- 
owned plant at cost. 

2. There has been an influx of migrant skilled and unskilled labor with the 
consequent added problems and expense always created by an increased popu 
tion. On December 28, 1951, company officials announced in the Adrian Daily 
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Telegram in part “that about 100 new workers will be added each month until 
the force numbers between 1,200 and 1,500. That in view of the contemplated 
influx of additional workers during 1952 one of the vital needs of the community 
is for additional housing.” The result of this announcement was electrifying, 
people came or were brought in from distant places, hom« building reached a 
new high, public services of all kinds had to be extended and expanded. This 
has affected all areas of the city. The most recent population growth reported, 
based on the 1950 national census, is 29 percent; far above the average of other 
Michigan cities 

3. It naturally follows and it is a fact that there is a marked increase in school 
attendance with resulting additional school expense, both capital and operating 
Most of the workers brought in have been young and middle-aged families with 
children already of school age. The school situation has become so acute that 
last April the people voted a bond issue of S989,000 to expand the school system, 
and two new schools are now under construction 

1. Sewage-disposal demands have become so great that the city is presently 
under a court order to construct and is in the process of building an additional 
sewage disposal plant addition and trunkline sewers that will cost in excess of 
$900,000 
5. Water demands have also increased and in 1951 the city constructed addi- 
tional water facilities amounting to $580,000. Presently, the water depart- 
ment is considering the addition of a 1 million gallon elevated storage tank 120 
feet high at a cost of from $100,000 to $125,000 to assure an emergency supply 
and pressure in the event of a bad industrial plant fire. There has also been 
recentiy received, 2,700 feet of 12-inch cast iron water main to further supple- 
ment the water service to this industrial area. A large part of this water supply 
is to prov de adequate service and fire protection to this plant 

6. The above necessary sewage-plant addition, water-plant expansions, and 
school facilities made necessary are responsible for an outstanding bonded indebt- 
edness of over $2,500,000 

7. When the Detroit Air Regional Office letter dated January 30, 1953, was 
received notifying the city that taxes would not be paid for the first time (1952) 
since the plant was built, the following had already taken place: 

\. January 1, 1952, tax roll including assessed value of subject plant as used 
in former years and approved by Government officials was certified to the State 
for the fiscal year 1952-53. 

B. Budget adopted in June of 1952 and tax rate for fiscal year established on 
basis of budgeted need (including services to subject plant) and total city assessed 
value (including this plants assessed value 

C. A large proportion of taxes collected prior to deadline for delinquent penalty, 
August 10, 1952. 

D. Substantial amounts expended or encumbered by firm commitments; said 
amounts approved by the adoption of the 1952-53 fiscal year, July 1 to June 30, 
budget appropriations. Therefore, the refusal by the Air Force, to pay taxes or 
in lieu of taxes on January 30, 1953, after 6 months of the fiscal year had passed, 
in an amount of almost 9 percent of the total tax, and from the United States 
Government (a source for which no reserve for delinquent tax is set up) created 
chaos, confusion, and hardship that is impossible to adequately describe. <A 
problem that did and still does press the city hard is the payment of merchandise 
bills for goods bought in good faith, the meeting of city payrolls and bonded-debt 
retirement 

In view of the heavy demands imposed upon this community by the location 
of this defense plant, we feel it is only fair that the plant should pay its fair share 
of the expenses of the community. We do not ask that the United States Govern- 
ment pay any premium because of its plant located in Adrian but only that it 
pay in like proportion to other property owners located in Adrian. 

If the city were to raise the same amount of money as was raised in former 
years when the United States Government paid in lieu of taxes on this plant, the 
taxpayers must pay a higher tax rate, a severe penalty, for the privilege of having 
the Government plant in this area. 

The payment of taxes ad valorem or in lieu thereof, have been made regularly 
on this big defense plant since it was built during World War II. This Govern- 
ment plant expects and needs all the municipal services—sewers, water, fire and 
police protection, etc.—as do other industries. The city of Adrian has geared its 
ability to furnish these services in accord with the need and demand of its require- 
ments at a considerable expense annually and by long-term bonded obligations. 

Certainly the Government does not desire to enjoy all these advantages without 
paying its fair share of the tax required to furnish the services. 


See en ST fee aere 


; 
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Aside from the financial difficulties in which the city is placed, the injustice of 
the policy is obvious. The Government dictatorally demands all of the benefits 
the community has to offer. It elects to assume no responsibility. Surely the 
Government does not intend to give itself a cot npetitive advantage over private 
industry. But if such is the case, then the Government really has taken a big 
step down the road to socialism. 

We cannot believe the Government wishes to “sponge” off the taxpayers of 
Adrian. We cannot believe the Government wishes the ts uxpayers of Adrian to 
pay higher taxes than they ordinarily would—because of a defense activity located 
here that helps provide security for the entire Nation. 

This plant turns out products for the benefit of ali the people, surely, but not 
every community has a Government plant. A comparatively few communities 
are asked to shoulder the taxload that should be assumed by all the people. 

The Government has always before recognized in this case a certain moral 
obligation to pay existing tax rates because the plant, while Government owned, 
is engaged in manufacturing and general business, and is in more or less compe- 
tition with privately owned plants of similar nature (see Bridgeport Brass state- 
ments, rear page exhibit 1-A). In the consideration of profits, for stockholders 
in the past by the Bohn Aluminum & Brass Corp. as revealed in the company’s 
financial news report in the March 13, 1953, issue of the Wall Street Journal, 
said report reads in part as follows: “‘Earnings oe also reduced by the expense 
entailed in building up supervisory staffs at the Greensburg, Ind., bearing plant 
and the Government-owned extrusion and forging mill at Adrian, Mich.” 

Still another fundamental issue is involved. This Government plant in Adrian 
and Government plants in other areas are in direct competition with private 
industry. Private industry, paying their full share of local taxes for the support 
of police and fire departments, water systems, eam systems, schools, ete., 
produce the same products that come out of the Government plants. 

All other factors being equal, the Government plants, by escaping taxes, could 
undersell private industry. With enough plants the Government, by compelling 
hundreds of local communities to shoulder all local tax responsibilities, could 
put private industry out of business. It presents a danger at the very roots of 
our free-enterprise system of Government that should be discouraged, that 
should be fought every inch of the way by every local community with a Govern- 
ment industrial plant within its borders. 

Legislation has been drafted and presented in the Senate, one bill has been 
passed by consent in the House, that would relieve this situation. They have 
been referred to the Senate Government Operations Committee. It is the hope 
of many people that you will recommend legislation that will eliminate the above 
inequities to local municipalities, provide immediate relief for desperately critical 
situations such as the plight of the people of Adrian and curb this threat to the 
American system of free enterprise that we cherish 

In light of the demand by the Air Force for a refund of taxes paid after July 1, 
1949, we pray that you unanimously recommend legislation retroactive to July 1, 
1949. 

Exurrit 1 


Excerpts QuoTep From THE 88TH ANNUAL Report, 1953, OF THE BRIDGEPORT 
Brass Co. or BRIDGEPORT, CONN., REGARDING PROGRESS IN ALUMINUM AND 
THE ADRIAN, Micn. ALUMINUM PLANT POTENTIAL 


In 1951 our company decided to enter the aluminum field and immediately 
began research and development work on this metal, and some minor volume of 
production. 

The opportunity to enter the aluminum business at a faster rate was reached 
on December 22, 1953, when a lease was signed with the United States Air Force 
to take over the operation of its Adrian, Mich., aluminum plant, Our operation 
of this plant began on February 22, 1954. It brings our aluminum program 
emphatically out of the development stage and gives us a 3- to 5-year advance 
over the program in which we had been engaged. 

The Adrian plant is an important producer of extrusions and forgings for 
military aircraft, and it also has capacity for commercial extrusions, rod and 
tubing. The equipment is also suitable for working of titanium and other metals 
which we plan to undertake, since the growing demand for these metals in aircraft 
production is well known. 

It has facilities for producing more than 36 million pounds of metal a year. 
The physical properties are quite large. ‘The total land area covers 73 acres of 
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which more than 4 acres is set off for parking space. The main building itself 
is 1,297 feet long and 600 feet wide. 

The main plant occupies 724,558 square feet and with other buildings a total 
of 821,860 square feet is under roof. 

The Adrian plant has some of the most modern and efficient equipment in the 
metal industry. One of its outstanding features is a 16,500-ton forge press of 
which there are only 3 in the country. This press stands 4 stories high above 
the floor and 2 stories below the floor. 

There are 3 other forging presses, 1 of 7,700 tons, 1 of 2,200 tons and 1 of 600 
tons. 

There are 16 Loewy extrusion presses, 1 of which is 5,500 tons. This is another 
outstanding piece of equipment, there being only three such presses in this country. 
Other extrusion presses include 3 of 3,850 tons, 4 of 2,750 tons, 3 of 2,400 tons, 1 
of 2,200 tons and 4 of 1,650 tons. 

One of the principal operations in the making of aluminum involves the use of 
Swindell heat-treating furnaces. There are 8 Swindells at Adrian, each 70 feet 
high, located in specially built towers on both sides of the plant. 

There are 10 draw benches, 3 of 20,000 pounds, 4 of 30,000 pounds, 2 of 50,000 
pounds, and 1 of 75,000 pounds. The Adrian plant also has a large variety of 
straightening and finishing equipment. ‘The casting shop has five 25,000-pound 
melting furnaces and 5 semicontinuous casting machines. 

With this array of powerful extrusion equipment, we will be able to make the 
special extruded structural shapes in high-strength, heat-treatable aluminum alloys 
that are widely used in aircraft construction as well as for other engineering 
applications calling for a high ratio of strength per unit weight. We will also be 
able to produce the standard commercial items such as rods and tubes in various 
aluminum alloys, sizes, and shapes. 

Hot forgings from aluminum and magnesium will be made for the Air Force, 
and manufacturers of aircraft, as well as for civilian applications such as trucks, 
trailers, bridges, ships, boats, trains, refining and processing equipment—wherever 
strength, lightness, and corrosion resistance are essential. 

While the lease on the Adrian plant was signed December 22, 1953, actual 
possession of the plant from the United States Air Force command was taken on 
February 22, 1954. Our sales organization throughout the country has already 
been active since December soliciting aluminum business for the Adrian plant. 

Many of our regular customers are also buyers of aluminum mill products. 
Thus, with a running start on the year 1954 we expect to do a reasonably good 
volume of aluminum business the first year. 





Notes From AvupiTor’s REpoRT 


In February 1954 the company took possession of a Government-owned plant 
at Adrian, Mich., under a temporary authorization from the United States Air 
Force. It is expected that the company will receive a lease for a term of years 
upon approval by the Armed Services Committees of the House and Senate. 
Rentals under the proposed lease would be based upon sales with a substantial 
minimum rental provision. 





EXHIBIT 2 


Derrorr Atk REGIONAL OFFICE, 
CrenTRAL AiR PROCUREMENT DistTRICT, 
Detroit 32, Mich., January 30, 1958. 
TREASURER, City oF ADRIAN, 
City Hall Building, Adrian, Mich. 
(Attention: Mrs. Hawkins.) 

Drar Mrs. Hawkins: This will confirm information which you are believed to 
possess as the result of conversations with Maj. Rex Hall, contracting officer, or 
from Bohn Aluminum & Brass Corp. personnel, with respect to taxes assessed 
against the property listed as 1450 East Beecher St., Adrian, Mich. 

You are notified hereby that information has been received from higher author- 
ity stating “that no State or local ad valorem taxes are properly assessable against 
the property and none should be paid.” 

The Bohn Aluminum & Brass Corp. has been notified with respect to the above. 

Very truly yours, 
J. E. WivuiaMs, 
Contracting Officer. 
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Exuisir 3 


Detroit AiR PROCUREMENT DisTRICT, 
MosiLre Arr MATERIAL AREA, 
Detroit, Mich., November 5, 1988, 
Re Gerity-Michigan Manufacturing Co, Contract AF 33(038)-9758 
Geriry MAGNEstIuM Corp., 
Adrian, Mich. 
(Attention: Mr. W. F. Stueve, treasurer.) 

Dear Mr. Strvueve: You are notified hereby that a revised notice of exception 
has been issued by the General Accounting Office for each of the tax payments 
made by Gerity-Michigan Manufacturing Co. and reimbursed under refereticed 
contract. The specific payments are as follows: 


Real property tax, county of Lenawee, Mich., for period July 1, 1949, to June 30, 
1950, $49,773.15; portion reimbursed, $24,886.57 

Real property tax, city of Adrian, Mich., for period July 1, 1950, to June 30, 1951, 
$35,947.27; portion reimbursed, $35,947.27. 

Real property tax, county of Lenawee, Mich., for period July 1, 1950, to June 30, 
1951, $49,773.15; portion reimbursed, $49,166.16. 

Real property tax, county of Lenawee, Mich., for period July 1, 1950, to June 30 
1951, $49,773.15; portion reimbursed, $606.99. 

Real property tax, township of Madison, for period July 1, 1950, to June 30, 1951, 
$29,941.70; portion reimbursed, $29,941.70. 

Total, reimbursed, $140,548.69. 


To the best knowledge and belief of the undersigned the General Accounting 
Office was furnished with a complete explanation of the facts concerning the reim- 
bursable nature of the above tax items. The reissue of the notices of exception 
confirms the opinion of the General Accounting Office that the reimbursement was 
illegal. Relative correspondence would indicate that the action is taken on the 
basis of B—108135 dated October 6, 1952. 

In view of the above you are notified hereby that a demand is made for the re- 
fund of $140,548.69 by a check drawn payable to the Treasurer of the United 
States or deducted from the next voucher submitted and full accounting references 
furnished. Further, it is required that the action indicated above be accomplished 
within 30 days of the receipt of this communication. 

Very truly yours, 
J. E. WrurtaMs, 
Contracting Officer. 


RESOLUTION 


Whereas the factory and plant known as Bohn Aluminum & Brass Co., No. 24, 
located partly in the city of Adrian and partly in Madison Township in Lenawee 
County, Mich. is now owned by the United States of America; and 

Whereas the United States Air Force, operating agency of said plant has 
served notice on the tax officials of the various governmental authorities that the 
former tax assessment payments which have been made by said United States 
Air Force or their agent as payment of ad valorem taxes has been discontinued 
and have refused to make any payment for the year 1952; and 

Whereas the Bohn Aluminum & Brass Co., No. 24 plant, has in the past and 
does at present receive all the services and benefits extended te other industrial 
plants located in the same local governmental areas; and 

Whereas the loss of said payments of ad valorem taxes will result in serious 
repercussions and curtailment of the activities of our local governmental agencies 
of the city of Adrian, township of Madison, county of Lenawee and all schools 
of said governmental units: Now, therefore, be it 

Resolved, That the Lenawee County Board of Supervisors most urgently re- 
quest that the Government of the United States of America, through its operating 
agencies of said plant, sha!l resume and continue the aforesaid payments includ- 
ing the said payments for the year 1952 in lieu of taxes on said property and that 
certified copies of this resolution be forwarded to United States Senators Homer 
Ferguson and Charles Potter and to Representative George Meader. 

This resolution was unanimously adopted at the March 11, 1953, session of the 
Lenawee County Board of Supervisors. 
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Mr. Porter. Madam Chairlady, in conclusion I should like to 
exhibit to you, if I may, please, the most recent statement of the 
Bridgeport Brass Co., the report of 1953. There is pictured here the 
giant press that we made mention. It ‘reaches 4 stories above the 
ground and 2 stories below the ground. 

On the reverse side is the indication that Bridgeport Brass, Alumi- 
num Division, is located at the city of Adrian. 

Senator Smiru. If you will leave the book for the committee to look 
over, we shall be glad to present it to the members. 

Mr. Porter. Thank you, Madam Chairlady. 

(The annual report, 1953, Bridgeport Brass Co., referred to, is on 
file with the committee.) 

Senator Smira, Thank you very much, Mayor Porter, and I thank 
you, Congressman, for coming over this morning. 

Mr. Mraprer. Thank you. 

Senator Smirnx. I appreciate your staying with us. 

Since it is 1 minute to 12-and the Senate meets at 12 o’clock, the 
Chair will recess the hearing until 2 o’clock this afternoon, when we 
will try to complete hearing the witnesses who are here. 

(Whereupon, at 12 o’clock noon, a recess was taken until 2 p. m., of 
this same day.) 

AFTERNOON SESSION 


Senator Smrrx. The subcommittee will come to order, 

Mr. Paul Walter of Cleveland, Ohio. 

That is a bell for another vote. We will have to recess until we 
get back from voting. I shall be right back. 

(A short recess was taken.) 

Senator Smita. The subcommittee will come to order again. Do 
you have a statement, Mr. Walter? 


STATEMENT OF PAUL W. WALTER, CLEVELAND, OHIO 


Mr. Watrer. No, I just thought I would talk a little ad lib, 
Madam Chairlady, if I may. 

Senator Smirx. That would be fine. 

Mr. Watrrr. The background of this legislation which was rather 
hurriedly prepared about a year ago with the very fine assistance of 
Mr. Labovitz comes out of an altercation which arose in Cuyahoga 
Heights, Ohio, which is a little village appended to the city of 
Cleveland. 

Mayor Burke, who is now Senator, was mayor of Cleveland for 
many years and he is quite familiar with the altercation. We never 
thought a year ago that he would be sitting on this committee to be 
judging this legislation. 

We have a town out there of about 800 people The town covers 
a little over a square mile or so of territory. By its very location it 
became the center of quite a lot of industrial development. Our 
tax duplicate now, outside of these defense plants, runs about $85 
million. Our population will not grow very much because there is 
not room for population. Industries have taken over most of the 
area. 

When this defense plant was first announced out in the Cleveland 
area it was received with a great deal of enthusiasm because it was 
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the largest installation that ever occurred in that area. At first it 
was thought it would be an installation by the Aluminum C ompany 
of America. We welcomed the tax income for the village, school, 
district and the county. We found, however, that it was to be an 
Air Force installation, and that it would be totally tax exempt. 

Its assessed value could virtually duplicate our present tax 
duplicate. 

The problems which come out of this type of thing in a very small 
village are that you have tremendous responsibilities placed on a 
small town and usually these huge installations come into areas where 
there is land available, since most of the big cities are pretty well 
filled up now and pretty tight in their industrial areas. It is therefore 
natural for industry to locate in areas outside of these bigger cities or 
completely new areas in States where there are railroad or truck 
facilities. 

That means the area is suddenly faced with a terrific installation 
with no income to carry the housekeeping costs and the police and 
fire protection costs which are incidental to keeping a state of order 
around such a defense installation. 

Our village attempted to hold up the installation of this facility 
until it could get the assurance that something would be done to 
provide some financing to carry on the burden after it arrived. That 
came to quite a heated discussion before we were finished and as a 
result Senator Taft interested himself in the dispute, as did Congress- 
man Bender, from the district in which this facility was located. 

This legislation was a direct result of that particular altercation. 

At the time Senator Taft was very much interested in the legislation 
setting up the Intergovernmental Relations Commission and he specifi- 
cally hoped that this legislation would not be entangled in that long 
research because he felt this problem was clear and concise and didn’t 
need too much study because it was a very pertinent thing in many 
many localities throughout the Nation, as was evidenced by the 
interest of the many Senators in the bill when it was introduced. 

It was our hope that some method could be contrived—this legis- 
lation may need some changing and amending to put it in proper 
shape. We hope we can at least make a beginning of recognizing this 
problem and bringing back to localities enough income so they can do 
the proper job of carrying on local activities despite the encroachment 
of the Federal Government in this type of operation. 

This Alcoa plant is leased to Alcoa by the Government and Alcoa 
operates it at a profit and is permitted to operate it at a profit. Alcoa 
next to this plant manufactures the billets of aluminum which go over 
to this plant to be used. There is a line there where the property of 
Alcoa ceases to be in its title and where the Air Force owns the 
property. By moving the billets across that line the billets go out of 
the jurisdiction of the taxing unit and become the jurisdiction of Uncle 
Sam and income from taxes is lost. It is our feeling that all of the 
production of that plant will be tax exempt insofar as the personal 
property taxes are concerned as well as the real-estate tax exemptions. 

Since I testified on July 29, 1953, on this matter, the pressure of 
traffic and the other problems which have arisen due to the installation 
of this plant and parking facilities have made it necessary to have 
several conferences on traffic handling. Our congestion is so bad 
we cannot get fire engines through the street when traffic is moving 
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in the rush hours. We have 38,000 people coming into that small 
community, and that was the condition even before this new installa- 
tion occurred. It has been necessary to widen one of the roads adja- 
cent to this plant. The village was required to put up $12,000 into 
relocating utilities. The county has incurred the cost of $250,000 for 
a new bridge and $200,000 for widening the road. 

You can see what a burden can be put on a small locality with this 
type of installation. Recently the Alcoa Co. came to the village coun- 
cil and asked permission to tap into the sewage line which taps into 
the city of Cleveland’s disposal plant. Here again no financial assist- 
ance will be given. The village will have the whole problem of dis- 
posing of the sewage of this plant and its present right of use of City 
of Cleveland’s sewage facilities eventually will be encroached upon. 

Whatever cost there is in enlarging facilities will fall upon the tax- 
payers of the town and the defense facility will do nothing about it. 

I believe that the situation here is very favorable to the passage of 
the legislation because so many people throughout the Nation have 
been affected by the problem and we certainly hope this committee 
can bring this thing to a head now in this session of Congress when there 
has been a fairly good understanding of the problem and make a start 
in the right direction, so we can bring the balance again between the 
Federal Government and the localities, which have been sadly depleted 
in their financial resources in the last 20 or 25 years. 

If we can get this piece of legislation started, at least we will have the 
first step in “the right direction and people can then see how it works 
out and we can then wait for the more thorough study of the Commis- 
sion to decide whether relief should be granted ‘and how methods should 
be contrived to work out the bigger proble ms. 

Here where we have defense plants and profits are made by those 
who lease them and they are, in effect, in competition with private 
industry and the benefits which are derived from the plants are paid 
for by the taxpayers, we think in a matter of such urgent nature we 
should get the relief we seek. 

I put before you the facts that I stated last summer at the time 
Senator Taft was much interested in this program and hoped it would 
be cut off completely from consideration of the other problems and 
the legislation could be enacted. 

I rather hope we do not get into a conflict between the piece of 
legislation which has been passed by the House and this one which is 
before the Senate, and I hope in some way you can combine these two 
bills so the one that has already been passed by the House can have 
added to it whatever comes out of this committee in the form of 
recommended legislation so we can have the bill passed by the House 
and Senate and perhaps go to conference and come up with a satis- 
factory solution before the session ends. 

Thank you very much. 

Senator Smira. Mr. Walter, you said something about possible 
amendments or changes in the bill. Do you have any specific sugges- 
tions that you would like to give the committee? 

Mr. Watrer. No. Senator Burke talked to me this morning and 
he said he had studied the legislation and would like to make some 
changes and would draft them. We did not have time to go into the 
specific changes. I would be happy to be available to him or your- 
self to assist in drafting any changes. I am well satisfied with the 
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bill as it is. There may be some practical suggestions and problems 
of administration which folks in the Budget Bureau and folks in the 
Defense Department may want inc orporated i in the legislation. We 
will be happy to cooperate in any way so that the legislation may be 
enacted. 

Senator Smirx. Thank you very much, Mr. Walter. You will be 
hearing from us again. 

We will now hear from W. E. Reynolds, Public Buildings Commis- 
sioner, General Services Administration. 

Very nice to see you, Mr. Reynolds. 


STATEMENT OF W. E. REYNOLDS, PUBLIC BUILDINGS COMMIS- 
SIONER, GENERAL SERVICES ADMINISTRATION 


Mr. W. E. Reynotps. Very glad to see you. 

Senator Smirx. You have a statement that you want to read? 

Mr. W. E. Reyno.ps. I have no formal statement, Madam Chair- 
lady. If I can just talk to the subcommittee for a brief moment, I 
can cover the problem. 

Senator SmirH. We will be glad to hear from you. 

Mr. W. E. Reynoups. Recently I discussed the broad question of 
taxation with the Commission on Intergovernmental Relations, and 
I suggested to them that as a question of broad policy, you might 
divide the property into 2 or 3 categories. 

The first category would include those properties that serve a local 
interest only, such as the post office. That should be treated very 
much the same as a county court house, or something like that, and 
be free from taxation. 

Another category would be that broader class, the type of which 
is generally covered by H. R. 5605, where plants are used for the 
national defense and are not local in character except that they have 
to be located somewhere, but they have no local importance whatever. 
On those the Government should pay its proportionate share of the 
cost of operation as reflected in the tax base. 

A very excellent discussion of this whole matter was reported several 
years ago in a report made by the Federal Real Estate Board. That 
is House Document 216. I am sure the staff has it. It goes into the 
whole problem of the relationships of the Federal and State and local 
governments on the tax problem. 

We have continuously recommended that in matters of this kind 
broad basic legislation be enacted and not piecemeal, but apparently 
some of these communities have gotten into a rather difficult financial 
status and need some assistance. 

We would in choosing between the two bills, if we had the permission 
to recommend, like to see H. R. 5605 rather than the Senate version, 
because that will cover certainly some of the acute cases and give 
the committees working on the basic problem the chance to review the 
whole problem of relationships between the Federal, local, and State 
governments, 

We would like also to suggest, due to the inherent difficulties arising 
in the tax problem, that rather than the properties be taxed, they be 
subject to payment in lieu of taxes. It is a very difficult matter to 
draw a sharp and distinct line as to the liability of the Federal Govern- 
ment in a local tax matter, and it seems to me that probably the 
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Appropriations Committees of the Congress would rather hestitate 
to approve payments of taxes regardless of what amount they are as 
may be determined by local assessors. I believe the Appropriations 
Committees would want to retain the right to look at the amount 
before they approved them. 

I think that is all I have, Madam Chairlady. 

Senator Smira. Mr. Reynolds, there is a letter received from the 
Administrator of General Services, Mr. Mansure, addressed to the 
chairman of the full committee, dated May 28. Would you like that 
placed in the record? 

Mr. W. E. Reynoups. If you would, please. 

Senator Smirn. That will be placed ia the record of the hearings. 

(The letter of Mr. Mansure is as follows:) 

GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., May 28, 1954. 
Hon. Joserpn R. McCartny, 


Chairman, Committee on Government Operations 
United States Se nate, Washington 25, D. C. 


Dear SENATOR McCartuy: Further reference is made to your letter of August 
12, 19538, which requested the comments of the General Services Administratior 
together with specific information as to the cost of the proposed program set 
out in S. 2473 entitled ‘*To provide for payments by the Federal Government to 
States or local taxing units adversely affected by Federal acquisition, ownership, 
or use of defense production facilities, to provide for the taxation of certain 
Federal properties, and for other purpos’s " 

The declared policy of this proposed legislation is to avoid insofar as feasible 
the impairment of the finances of State and local governments through the 
ownership of defense production facilitics by the Federal Government and to 
make an equitable distribution of tax burdens and governmental costs of defense 
production facilities 

In consideration of the payments provided in this proposed bill, State and 
local governments will be expeeted, upon request, to make available public 
services for any Federal defense production facility or persons associated there- 
with, upon the same terms accorded to other properties or persons. 

This bill would grant consent to State and local governments to tax any 
defense production facility acquired since June 30, 1950, under certain specified 
conditions 

This proposed legislation further authorizes payments to States and local 
governments on defense production facilitiis not subject to taxation under the 
above referenced provision, excepting facilities acquired prior to July 1, 1950, 
and those which would not be taxable under private ownership. 

In the event State or local governments do not provide services to defense 
production facilities or those persons associated with such facilities upon the 


, 


same terms as similar properties and persons, no payment shall be made to such 
otherwise eligible local governments, unless the Federal owning agency deems 
such services to be unneect ssar\ 


The amount to be paid to State or local governments under this section shall 
be determined by the owning agencies in accordance with rules and regulations 
promulgated by the Director of the Office of Defense Mobilization. The factors 
to be considered in determining the amount of payments to be made are set out 
specifically in the proposed bill. 

State or local governments would be granted authority to submit applications 
for payments on defense production facilities, but Federal owning agencies would 
not be required to make payments unless application had been filed within 60 
days after the beginning of the current tax year. 

The Director of the Office of Defense Mobilization would be vested with certain 
authority and responsibility under this proposed bill including submission of an 
annual report to the President, and also reports to the Congress through the 
President. The Director is empowered to establish a Board to hear and decide 
appeals. 

S. 2473 is substantially similar to several bills that have been introduced during 
the 83d Congress. As indicated in previous comments on proposed legislation 
in this field, relating}to payments in lieu of taxes or often termed “administrative 
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po to State and local governments on account of federally owned property, 
the General Services Administration favors the enactment of comprehensive legis- 
lation covering property of this category. 

It is to be noted, however, that the present proposal refers only to defense 
production facilities. It is believed that a bill of this category should be broader 
in scope in order to achieve one of its main objectives, avoiding the impairment 
of the finances of State and local governments through the acquisition and 
ownership of property by the Federal Government. 

The General Services Administration will interpose no objection to S. 2473, 
which will mitigate the present financial problems of State and local governments 
wherein defense production facilities are located, subject to the following 
enumerated modifications. 

It is recommended that section 3 (f) be amended by adding cu page 4, line 24, 
following the word ‘‘process,’”’ ‘“‘exe ak machine tools’’. It is believed that the 
machine tool program while in process or when in storage should not be subject 
to the provisions of this bill. 

This administration is unalterably opposed to any proposed legislation which 
would divest the Federal Government of its immunity from taxation. It is, 
therefore, strongly recommended that the words ‘‘to tax’’ on page 6, line 5 (see. 
4 (a)) be stricken and the following language substituted in lieu thereof: “shall 
be eligible for annual payments on’’, It is further suggested that wherever the 
words “to tax’’ appear in this bill, referring to the Federal Government, that 
the language quoted above ge substituted therefor. 

Section 4 (b) is not clear as to what payment problem to local governments 
would develop in case ion s on federally owned defens® production facilities 
should be terminated or expire. In order to els irify this point it is recommended 
that following the word ‘“‘leased”’ on page 6, line 19, that the following be added, 
“and remains under lease to taxable erotica i 


The specific information as to program costs under this bill is based upon the 
premise that no payments would be made to State and local governments during 
the period that such facilities are not leased to taxable persons. Should this 


amendment not be accepted the estimate of the cost of this program would have 
to be revised upward. 

The cancellation of leases would also result in a budgetary problem in propor- 
tion to the amount involved and to the mandatory timing of determinations and 
payments not later than the eighth month of the tax year as set out in section 
5 (f). It is further suggested that section 5 (f) be amended by striking on page 
12, beginning on line 18 following the word ‘‘application” through the word 
“apply” in line 14, as follows: ‘‘not later than the eighth month of the tax year 
to which the payments apply’’, and substitute in lieu thereof ‘whenever funds are 
made available” 

It would be difficult to finance essential operating programs under a mandatory 
provision that payments be made to State and local governments out of operating 
appropriations. It is recommended that these payments be made permissive 
rather than mandatory by substituting ‘‘may”’ for “‘shall’’ on page 16, line 10, 
in section 6 (f). 

In response to the request in your letter for specific information as to the cost 
of the program to the General Services Administration, there is attached herewith 
an estimated expenditures under 8. 2473 in the fiscal year 1954 assuming enact- 
ment on June 30, 1953, together with exhibits A and B 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee. 

Cordially yours, 
EpMUND F. MANSURE, 
Administrator 


48123—54—6 
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Estimated expenditures under S. 
on June 30, 19538 


Department or agency: General Services 
Service. Date of estimate: October 9, 1953. 


Basis of payment 


Sec. 4. Property taxes on defense production facilities 
3) Properties acquired since June 30, 1950, to protect Government’s 
financial interest pa 
(b) Properties leased or sold by conditional sale 
r 1) Properties subject to tax since June 30, 1950 


(c) (2) Properties subject to tax since June 30, 1950, and subsequently 
transferred 
otal, taxes under sec. 4 
See Administratively determined payments on tax-exempt defense 
duction facilities 
Real estate, including improvements . 
Personal property 


pro- 


rotal, payments under sec. 5 
Administrative expenst 


Grand total 


1 Of this amount, 
of lessee of property 


TAXES 


Administration, 


Expenditures 
(thousands) 





10. 28 








3, 834. 04 


0 
0 


0 
100. 00 


3, 934. 04 


Public 


2473 in the fiscal year 1954, assuming enactment 


Buildings 


Number of 
properties 


5o 


301 


$484,000 is the financial responsibility of GSA, and $26,280 is the financial responsibility 


2 Of this amount, $48,600 is the financial responsibility of GSA, and $3,275,160 is the financial responsibility 


of various lessees of the 


properties 





Exurpir A 
Estimated ¢ rpe nditures under S. 2473 
June 30, 1953—National Industrial 
Ceneral Services Administration 


on Reserve 


Service, 


Responsibil- 


Property ity for taxes 


June 30, GSA 


Machine 


1950, to protect 
tool pool order 


acquired since 
incial interest 


See. 4a: Proper 
Governmen 


program 


Sec. 4b: Properties leased or sold conditionally 


NIER equipment leases Lessees 


Machine tool facility pregram do 
Dow magnesium plant Lessee 
Air Reduction Sales Co. plant do 
Aluminum forgings plant do 
Anaconda Copper Co. plant do 
Associated shipyards do 
Carlisle Tire & Rubber Cc equipment) do 
Charleston shipyards do 
Chicago Bridge & Iron Co. shipyard GSA 
Lessecs 
Delta shipyard do 
Electro Metallurgical Co. plant do 
New England Lime Co. plant GSA 
Pacific Car & Foundry plant do 
Lessee 
Revere Copper & Brass Co. plant (Halethorpe, Md do 
rimken Detroit Axle Co. plant do 
Western Pipe & Steel shipyard do 
Total, sec. 4b 
Sec. 4 (« and (2 None 
Sec. 5: Administratively determined payments on tax-exempt do 


defense production facilities. 


in the fiscal year 195 
Division, 


assuming enactment 


A cquisition 
cost 


$24, 200, 000 


4, 400, 000 
41, 750, 000 
26, 500, 000 

228, 000 
8, 517, C00 





Public 


1, 608, 000 | 


2, 124, 000 
186, 000 
4, 336, 000 


970, 000 
610, 000 
16, 978, 000 
196, 000 





1, 066, 000 


None 
None 


Buildings 


Estimated 
taxes 


$484, 000 


88, 000 
5, 000 
530, 000 
4, 500 
170, 000 
32, 000 
42, 000 
3, 700 
87, 600 
2, 600 
16, 800 
12, 200 
340, 000 
4, 000 
42, 000 
18, 000 
118, 000 
29, 000 
21,300 





2, 396, 100 


None 
None 
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ExarBit B 
OcTOBER 8, 1953. 
From: Surplus Real Property Division, Public Buildings Service, GSA. 
Re General Counsel’s memorandum of September 23, 1953 (LAU), request for 
information and views on 8. 2473; real property in surplus inventory. 

Section 4: 

(a) Grumman Aircraft, plancor 999 (R-—NY-40), Port Washington, Long 
Island, N. Y., was acquired by foreclosure October 1950. Presently under lease 
to Republic Aviation Corp. The lease requires the lessee to pay taxes or sums in 
lieu thereof that may be legally assessed. Estimated tax liability under this bill, 
$26,280. 

(b) The following surplus plants are leased subject to the national security 
clause imposed by the Department of Defense. In each case there is a lease pro- 
vision requiring the lessee to pay the taxes or sums in lieu of taxes that may be 
legally assessed. The tax liability under this bill is estimated in each case. 


1. Air Reduction Sales, plancor 1337 (R—-N Y—80), Rochester, N. Y___. $3, 880 
2. General Electric, plancor 174 (R—N Y—56), Schenectady, N. Y- | S239 
3. General Electric, plancor 788 (R—N Y—40), Syracuse, N. Y éovie'xi Saye 
4. Fairchild Engine, plancor 1266 (R-—N Y—405), Valley Stream, L. I__ 20, 940 
5. United Engineering & Foundry, plancor 765 (R-—Pa-71), New 
Castle, Pa ees ; ; 159, 020 
6. Lehigh Foundries, plancor 2354 (R—Pa-109), Easton, Pa ; ..° $8320 
7. Western Electric, plancor 506 (R—NC—22), Burlington, N. C _. 41, 060 
8. General Motors, plancor 446 (R—Mich-—42), Saginaw, Mich 56, 680 
9. Goodrich Tire, plancor 398 (R—Ohio—100), Troy, Ohio 14, 780 
10. Grain Processing, plancor 1684 (A—Iowa—401), Muscatine, lowa 70, 920 
11. Central States Corp., plancor 1608 (A—Nebr—401), Omaha, Nebr 124, 220 
2. John Cox (RR-Arkansas Ord.), WD-341 (W-—Ark—16A), Jackson- 
ville, Ark ; an 11, 980 
13. Southern Aircraft, plancor 251 (T—Tex—358A), Garland, Tex 2, 120 


14. Rohr Aircraft, plancor 993 (R—Cal-34), Chula Vista, Calif 40, 260 


ee 6 Lh des: tn beh de Rs ithe both inasstthitbea. pitt Uae 


(c) (1) and (2): None. 

Section 5: None. 

The following surplus real properties are under permit to the Department of 
Defense pending transfer. In each case the permit requires the Department of 
Defense to pay taxes or sums in lieu of taxes legally assessed. For purposes of 
this report it is assumed that the liability for taxes under 8. 2473 will be reported 
by the Department of Defense. 

The names and estimates of tax under the bill are given for information only. 


1. Remington-Rand, planecor 821 (R—N Y-—73), Johnson City, N. \ $109, 600 
2. Continental Aviation, plancor 166 (R—Mich—40), Muskegon, Mich 195, 520 
3. Bohn Alum. & Brass, plancor 324 (R—Mich—85), Adrian, Mich . 288, 760 
4. A. O. Smith Corp., plancor 220 (R-—Wis—37), Milwaukee, Wis__---- 41, 720 


It should be noted that under the regulations issued by the Administrator of 
General Services in implementation of the Federal Property and Administrative 
Services Act of 1949, as amended (Public Law 152, 81st Cong.), the Federal agency 
reporting property excess to its needs to GSA remains responsible as holding agency 
for payment of taxes or sums in lieu of taxes when authorized by Congress until 
the property is disposed. Therefore, this Administration never becomes responsi- 
ble for taxes or sums in lieu of taxes on such property during its excess or surplus 
state. It is assumed that the holding agency will report its potential liability 
under 8. 2473. A recent report of excess of this type by Reconstruction Finance 
Corporation is plancor 1166, National Carbide Co., Ashtabula, Ohio, which is a 
National Industrial Reserve facility with a declared cost of $3,237,000. 

Senator SmirH. Senator Burke, do you have any questions? 

Senator Burke. No. 

Senator SmirH. Mr. Reynolds? 

Mr. Reyno.ps. No. 

Senator Smita. Thank you very much, Mr. Reynolds, nice to have 
you here. 
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We will now hear from Arthur C. Eddy, county assessor, San Diego, 
Calif 
We are glad to have you here. Do you have a statement? 


STATEMENT OF ARTHUR C. EDDY, COUNTY ASSESSOR, SAN DIEGO, 
CALIF. 


Mr. Eppy. Madam Chairlady, if I may be permitted, I have some 
exhibits here and because of the short notice, I did not have an oppor- 
tunltv to bring my written statement, but it will arrive this after- 
noon, I believe, and I would like to append it to these exhibits that 
| would like to furnish with a brief statement, if I may. 

Senator SmirH. Your statement which will come in will be placed 
in the record, and we shall be glad to hear your summary of it. The 
exhibits referred to will be examined and placed on file with the com- 
mittee 

Mr. Eppy. Thank you 

We do appreciate the chance of San Diego to present our problem, 
and we have appeared before other committees and they have received 
very fine help in this problem. We feel that we are one of the really 
acute areas. , 

We are the largest growing metropolitan area in the country. We 
also have 60 percent of the assessable area of our county that is tax 
exempt because of Government ownership. 

Senator Smita. What was that percentage? 

Mr. Eppy. Sixty percent. 

Again, this is not all Federal Government, but it is a combination of 
the exempt properties. 

We feel that the 22 percent tax burden that our taxpayers are carry- 
ing because of the Federal ownership and the fact that we are such an 
integral part of the national defense system itself should be borne on 
a more equitable basis throughout the country. We agree with the 
statement made by Mr. Reynolds that those buildings and services of 
a purely local nature should not be considered in any type of legisla- 
tion, because those are purely for our own local benefit, but where 
the defense installation is an integral part of the national defense 
system, it is a part of our national defense and should be borne as such. 
This problem has been with our local area for some 12 or 13 years since 
the beginning of World War II. 

Many people have appeared from our county and have tried to 
work out a possible solution for this very definite need. We have a 
couple of areas that we would like to point out as definite examples. 
[ will just give the highlights, and there is more information in the 
exhibits. 

Camp Pendleton, more possibly better known back here as the 
former Santa Margarita Ranch—I think that name is somewhat 
familiar on Capitol Hill—is an area that has five school districts in 
the entire ranch population. That was taken off the tax rolls in 
1942 and is now Camp Pendleton. ‘ 

None of those five school districts, with one exception, Fallbrook 
School District, has gotten back to the same tax base they were prior 
to the acquisition of the Federal Government in that area. 
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At the same time the school population has increased from 200 to 
400 percent in each of those school districts and at all levels of educa- 
tion. 

The Federal Government has recognized the impact on defense 
areas such as this because of the public laws that are being given to 
aid the schools, but at no time has there been a recognition of the addi- 
tional need for services on the cities and the county government. We 
have had information from the Federal Government that the entire 
original outlay by the Federal Government for the purchase of the 
Santa Margarita Ranch has been repaid to the general funds of the 
Federal Government through licenses and permits, permit fees to 
people who have still heid leases on the Santa Margarita Ranch. 
Those are not of such permanency to allow us an assessor’s possessory 
interest. 

We feel that another impact that has been brought into our area 
is this Wherry housing, the inventories on the defense housing or the 
defense installations that have been mentioned before, on which more 
information is contained in our exhibits. 

We do feel we have some definite basis, with the information that 
we are going to give you, to work out a formula. The representative 
from the Bureau of the Budget made the point that it was difficult 
and hard to understand how this could be administered. I want to 
say, as a member of the National Association of Assessing Officers 
and my father was president of this group for one term and has been 
very active in this group—that we are ready to help in any way pos- 
sible to work out an equitable method of payment of these properties, 
in lieu payments which should be worked out. We feel that this is 
one source of revenue that all budgetmaking bodies are seeking to give 
the services asked for by the people, that we will give our services in 
any way that we may help and still keep in mind the overall nationwide 
picture. I think that San Diego is probably the hardest hit area be- 
cause of the number of defense installations, the number of defense 
plants in the ares 

We have pointed out in our exhibits the impact of the Government 
coming into the area and as against local or private business coming 
into the area where we have the full assessable value of all the real 
estate of the plant plus the homes, whereas when Government comes 
into an area, they do not allow us to assess nor do we get assess’rents 
on the homes because in most cases the people who work there are 
living in projects of various kinds and the only kind that we are able 
to assess is the Lanham Act projects, and we do assess those. 

It is an in-lieu payment that we receive from the Government on 
those 16 projects out of some 50 in San Diego County. The Federal 
Government and State government receive their return on the sal- 
aries, on the incomes, through the income-tax revenue. However, 
there is no aid for the local area. 

We have a definite problem in our country because of the federally 
granted Soldiers and Sailors Civil Relief Act benefits which give 
16,000 total exemptions on personal property to people who are living 
in our area during or on the tax lien date, and through Federal laws 
that exemption is granted on personal holdings in the area. 

This is a problem that we are confronted with every year because 
we have to write up a tax bill and a statement on the rolls and the 
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addresses and so on, which is quite costly, with no return at all to 
the local government. 

It is something that is done nationwide wherever there is a man in 
service because of Federal orders. This is one problem that would 
be alleviated throughout the area. The problem that we are con- 
stantly confronted with in my own office is the problem where people 
come from other States and are quite surprised with our high taxes. 
We feel we are doing a good job of furnishing Government services 
as cheaply as possible and we have figures showing the comparative 
cost per capita and tax rates that are in our figures, but it is a problem 
where we do have this heavy Federal load that we are paying approxi- 
mately 22 percent more on a local tax bill. 

It is pretty hard to explain to out-of-State people why just for the 
benefits of living in California—and we feel that there are certain 
benefits—it is still a little heavy burden to pay. 

We have had the bonding capacity issue pointed out to you. 

I do want to say the assessors are ready at all times to help because 
this is the No. 1 problem with which we are confronted and we will 
help every way we can with our knowledge with this work and the 
fact that we are working with it every day, we will offer our services 
from the national association or any other group that would be of 
some kind of aid in pushing this legislation which is so badly needed 
through. 

Senator Smita. I am very much interested in hearing you talk 
about Camp Pendleton. I well remember 10 or 11 years ago when 
I was a member of the House Naval Affairs Congested Area Subcom- 
mittee and we went out to San Diego under the leadership of your 
then Congressman Izac, and tried to find out some of the problems 
and find a solution for them. Apparently you still have problems. 

Senator Burke, do you have any questions? 

Senator Burks. No questions. 

Senator Smrrx. Mr. Reynolds. 

Mr. Rryno.tps. No questions. 

(The statement subsequently submitted by Mr. Eddy follows, 
together with a copy of a resolution adopted on June 1, 1954, by the 
board of supervisors of the county of San Diego, urging enactment of 
S. 2473 and H. R. 5605. The remaining exhibits are on file with the 
committee, and include a statement relative to bills H. R. 5223, S. 
2119, S. 1519, dated December 11, 1952; a listing of United States 
property in San Diego County; a memorandum by Mr. T. M. Hegg- 
land, chief administrative officer, to the members of the board of 
supervisors, on the subject of “San Diego County’s Comparative 
Position,’ and a map of San Diego County indicating nontaxable 
areas. ) 


STATEMENT OF ARTHUR C. Eppy, County AssEssok, San Drseao, Catir. 


San Diego County, as one of the area’s most concerned about in lieu payments 
and Government-owned property, appreciates the opportunity to present some 
facts, local in nature, that we believe should help in determining the need for 
special aid to distressed areas of governmental ownership. 

The continued narrowing of the local tax base in San Diego County is a problem 
that has long been a cause of major concern to our budget-making bodies. We 
are the fastest growing metropolitan area in the country which means that more 
and more people are demanding more services to be paid for by local tax dollars. 
‘Where is the money coming from?” is not just a voice in the back of the 
congressional chambers, as far as our local government is concerned. 
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In the development of an adequate national-defense system, the strategic 
importance of San Diego in this system is throwing an ever-increasing burden 
on the local homeowners. The Federal Government has long recognized this 
acute burden in financing of local government through the special laws giving 
aid to the school districts of congested areas as far as defense areas are concerned 
(i. e., Public Laws Nos. 874 and 815). 

This problem of some formula for in lieu payments has been confronting 
Congress and local governmental authorities since 1940. During the past admin- 
istration many attempts were made to find an adequate and equitable solution to 
this problem. The cost of litigation has become even more acute since 1952 
because of the question as to the taxability of the Wherry housing projects and 
the inventories in defense plants. 

In San Diego County we recently had the additional problem of an attempt 
to condemn a $4 million property for use in the guided missile program. It was 
especially gratifying to the local authorities that the congressional leaders saw 
the critical situation and made arrangements for leasing of the property rather 
than the total removal from the local tax base. This was an actual annual saving 
of 190,000 tax dollars to the local budget-making bodies. 

The writer of this statement was privileged to appear before your committee 
on this condemnation matter, and speaking for the governing bodies of San Diego, 
appreciate the fairness in the handling of that problem, and saving possible addi- 
tional loss of tax base. 

The problem of financing local government is especially costly in an area such as 
San Diego County because of the many service personnel who receive exemptions 
under the federally granted Soldiers’ and Sailors’ Civil Relief Act benefits. The 
families of these men receive benefits from local governmental agencies with no 
help from them for the financing of local government. 

When the Federal Government acquired the Camp Pendleton preperty for 
some $2% million in 1942, the tax base of 5 school districts was lowered from 30 to 
80 percent and only 1, i. e., Fallbrook Union High School District, has been able 
to get their tax base to the point that it was prior to the acquisition of Camp 
Pendleton. 

The Federal Government has received permit and fee payments from lessees 
on the Camp Pendleton area to pay for the entire original outlay in 1942. At 
the same time San Diego County has not received any payments from any of these 
lessees because of the short duration of these permits. Our reports show that the 
payments of these lessees become a part of the general fund of the United States 
and do not go to the services. In each of these cases the school districts have been 
aided but not the local government. 

When private business comes into a community the local tax base is aided by 
the assessment of the real estate of the business, the inventories plus the assess- 
ment of the homes and other valuable property held by the workers in that private 
plant. 

The tendency of the Federal Government is to attempt to exempt as much of 
the facility as is possible from local taxation. In San Diego’s case, many of the 
workers in the Federal defense plants and defense installations themselves live in 
Government housing and therefore receive the benefits of local government with- 
out helping to carry its burden. 

In my business as county assessor I have had many opportunities to discuss 
the heavier tax burden on local homeowners in comparison to the taxes paid even 
from other counties in California but specifically out-of-State residents who have 
come to San Diego to make their permanent residence. These comparisons offer 
striking evidence of the difficult financing problem faced by a county such as ours, 
with so tremendous a proportion of its land and improvements exempt from local 
taxation. Relief, in the form of adequate in-lieu payments, is urgently necessary 
to bring this and other similar'y affected areas into equity with the rest of the 
country. 





Report SuBMITTED BY ARTHUR C. Eppy, Assistant Assessor, SAN DigeGo 
County, Cauir., JANUARY 9, 1953 


San Diego is becoming increasingly alarmed by the present attempts to avoid 
local taxation by procurement officers of various Federal agencies. Support of 
local government is a part of the cost of all industry. When local manufacturers 
accept Government contracts, with the added employment such contracts entail, 
it increases the cost of services by local government in the same proportion as do 
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private contracts. If local industry is exempt from taxation by reason of Federal 
contracts, it imposes an additional tax burden upon the private citizens of the 
community. This is a legitimate cost of national defense that should be paid by 
the taxpayers of the Nation at large. 

Many areas not involved with defense production installations say that the 
local governments have no cause for complaint because of the benefits to the local 
agencies by having heavy governmental contracts pouring money into local 
economy. This position is not supported by the facts. 

When a private concern builds in a community, tax base may be gained from 
the assessment of the real estate of both the corporation and its employees and 
an assessment on the inventories and equipment of that corporation. On the 
other hand, when a Government agency comes into a defense area under existing 
contractual dealings, inventories and equipment of the corporation are exempt 
from local taxation because of the “paper title’? transfer of ownership to the 
Government through partial and progress payment clauses. 

It would appear that the present policy of procurement contracting officers is 
based on the 1819 decision of McCullough v. Maryland which theory was that 
no inferior political subdivision should be allowed to tax a superior political sub- 
division. Section 529 of title 31 in the United States Code Annotated, prevents 
the Government from paying for any services or goods in excess of benefits 
received at the time of payment. 

Because of the size and demands of wartime needs for current large contracts, 
it is generally impossible from a financial standpoint for a private concern to 
complete a contract without aid from the Government during the fulfillment of 
the contract; therefore, some type of partial payments is arranged to aid the 
private contractor to secure an even flow of the needed material, both for the 
filling of the contract and plant expansion. 

At no time do we feel that it has been the intent of the legislative or executive 
branches of the Government to have this partial payment program operate as 
a means of local tax evasion. The inability of the local contractor to get private 
financing has caused the Government to change its long-time policy of no pay- 
ments until the completion of a contract. 

As an illustration of this tax evasion policy which started in 1942, personal 
property having an assessed value of $60,201,850 was in control of and being used 
by San Diego plane manufacturers for ultimate completion of planes or parts for 

Federal Government. Title to all but $4,301,850 was passed to the Federal 
Government prior to the first Monday of March although no fabrication of these 
materials was in progress. This meant that only 7 percent of this raw inventory 
value could be assessed locally, whereas, under normal ownership full valuation 
would have been placed on our tax rolls. This practice has been continued in 
ever widening scope since 1942. 

To further illustrate this point, representatives of the Navy, and public-works 
office come to the assessor’s office to discuss Wherry housing project assessments. 
An estimate of valuation is given and the next move is by attorneys from Wash- 
ington appearing and attempting to substitute their ideas of value for that of 
the local assessor. The entire intent of the Wherry Housing Act was to make 
this type of privately built housing a part of the local tax base. 

Even in cases where in-lieu-of-tax payments are made under the Lanham Act, 
local FHA officials without any notice to local government, retain portions of 
the payments sent from Washington. This has been a continuing practice where 
local FHA officials have asked for work to be done on nondedicated streets and 
sewers whereas no other private taxpayer would ask or could expect such aid on 
his own private property. 

We are now in the process of defending the county against a demand for a 
refund of taxes to a San Diego plane company where inventory goods have been 
on the floor of the local company for 2 years. Because of the cutback in defense 
production no work has been done on the prime contract. On the March 1952 
lien date this company stated that they were the owners of this material and were 
assessed accordingly and paid the tax thereon. They were subcontracting for 
another concern who decided in November of 1952 that they could evade local 
tax by declaring that this raw material inventory was now owned by the Federal 
Government under a partial payment contract. 

Nearly 60 percent of San Diego County is owned by governmental agencies 
and therefore exempt from local taxation. Agents of the Federal Government 
have been in the San Diego assessor’s office this month looking for additional 
land for Federal Government needs, which, if consummated, will further add to 
the local taxpayers’ burden. 
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As a local unit of the American system of government, we humbly pray that 
the new Congress will racically change the above outlined policy and return to 
local government its full base of property assessment for the adequate mainte- 
nance of strong government at its local level. 

Communities such as ours, which because of their strategic location, have 
become not only defense-production centers but integral and important parts of 
the Nation’s defense program should not, therefore, be penalized Under the 
present program we are carrying about a°20 percent greater tax burden than 
other areas that are as vitally interested in nationwide defense but in which no 
defense installations are located. 





Re LEGISLATION To PROVIDE FOR CONTRIBUTIONS IN LIEU OF TAXES ON PROPERTY 
HELD BY THE FEDERAL GOVERNMENT 


On motion of Supervisor Bird, seconded by Supervisor Gibson, the following 
resolution is adopted: 

Whereas the avoidance of taxation of federally owned real property has led to 
a serious impairment of the local general property tax base in many localities; and 

Whereas such a condition is prevalent in several areas in the State of California, 
and is particularly serious in the county of San Diego because more than 56 percent 
of the assessable area of the county is government owned, with an added 22- 
percent tax burden placed on the San Diego County taxpayers by reason of 
national-defense installations and other tax-exempt areas; and 

Whereas the inequities developing through continuing removal from the local 
tax rolls of property acquired by the Federal Government have heretofore been 
acknowledged in that corrective legislation has, from time to time, been introduced 
in Congress; and 

Whereas in 1952 the Federal Bureau of the Budget prepared an analysis of the 
extent of the tax avoidance of federally owned property ; and 

Whereas there are now being considered by the subcommittee of the Senate 
Committee on Government Operations certain bills, namely, S. 2473 and H. R. 
5605, which, if enacted into law, would materially correct the present burdensome 
and inequitable conditions found in this county and other areas throughout the 
United States; and 

Whereas the Board of Supervisors tf the County of San Diego, State of Cali- 
fornia, believes continuation of the present tax avoidance to be contrary to good 
governmental administration and to sound publie policy, both locally and 
nationally: Now, therefore, it is 

Resolved, That the Congress of the United States, and particularly the 
California delegation, is requested to take appropriate and necessary action to 
obtain early enactment into law of Senate bill 2473 or House of Representatives 
bill 5605. 

It is further ordered that the clerk of the board of supervisors send a copy of 
this resolution to each California Member of the Congress of the United States, 
and to each assessor and board of supervisors in the State of California; it is 
further 

Resolved, That the assessor of the county of San Diego be authorized to furnish 
copies of this resolution to such other organizations and officials as may have a 
proper interest in this matter and urge their vigorous support in encouraging 
immediate enactment of such urgently needed remedial legislation. 

Passed and adopted by the Board of Supervisors of the County of San Diego, 
State of California, this Ist day of June 1954, by the following vote: 

Ayes: Supervisors Gibson, Bird, Robbins, Rossi, and Howell 

Noes: None. 

Absent: None. 


STATE OF CALIFORNIA, 
County of San Diego, ss: 

I, R. B. James, county clerk of the county of San Diego, State of California, 
and ex officio clerk of the board of supervisors of said county, hereby certify that 
I have compared the foregoing copy with the original resolution passed and 
adopted by said board, at a regular meeting thereof, at the time and by the vote 
therein stated, which original resolution is now on file in mv office; that the same 
contains a full, true, and correct transcript therefrom and ot the whole thereof. 
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Witness my hand and the seal of said board of supervisors, this Ist day of 
June A. D. 1954. 
[SEAL] R. B. JAMEs, 
County Clerk and Ex Officio Clerk of the Board of Supervisors. 
By Easter Moran, 
Deputy 


Senator Smirn. At this point, the Chair will insert in the proceed- 
ings a letter from Mr. Albert W. Noonan, executive director of the 
National Association of Assessing Officers, together with copies of 
two resolutions adopted by that association at a national conference 
held in New Orleans on November 11, 1953; a telegram, letter, and 
statement from Thomas A. Byrne, tax commissioner of the city of 
Milwaukee, Wis. The two resolutions referred to in Mr. Byrne’s 
letter are the same as those submitted by Mr. Noonan, which have 
just been entered into the record. 


NATIONAL AssocrATION OF ASSESSING OFFICERS, 
Chicago, Ill., June 1, 1954. 
Hon. MArGARET CHASE SMITH, 
Chairman, Subcommittee of Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SmituH: We have been advised that on Wednesday and Thursday 
your subcommittee will begin hearings on 8S. 2473 and H. R. 5605. 

I regret that I personally will not be able to attend these hearings. However, 
Homer Marson, member of the board of assessors of the city of Detroit, will be 
present and he is authorized to represent the National Association of Assessing 
Officers. Also, Mr. Thomas A. Byrne, city tax commissioner of the city of Mil- 
waukee and chairman of the National Association of Assessing Officer’s committee 
on Federally owned property, will file a statement. 

With respect to this legislation, I am sending to you herewith copies of two 
resolutions which were adopted by the National Association of Assessing Officers 
at its recent national conference held in New Orleans on November 11, 1953. 

As you will note, one of these resolutions specifically endorses S$. 2473 and urges 
that it be adopted. The other resolution states our fundamental position with 
respect to contracts entered into between defense agencies and private manu- 
facturers under which title is transferred to the defense agencies of raw material, 
implements, equipment and goods in process of manufacture so as to exempt such 
property from taxation. 

Both of these resolutions were unanimously adopted by the members of the 
association and we would like to have both of them inserted as part of the record. 

Sincerely, 
ALBERT W. NOONAN, 
Executive Director. 


RESOLUTION 


Whereas a bill, known as S. 2473, was introduced in the Senate of the United 
States during the Ist session of the 83d Congress, to provide for payments by 
the Federal Government to states and local governments adversely affected by 
Federal acquisition, ownership or use of defense production facilities; and 

Whereas the terms of this bill are substantially in accord with recommenda- 
tions on this problem previously made by the National Association of Assessing 
Officers; and 

Whereas this bill is scheduled for consideration during the second session of 
the 83d Congress, to be convened in January 1954: Therefore be it 

Resolved, That the National Association of Assessing Officers, in convention 
assembled at New Orleans, November 11, 1953, hereby expresses its approval of 
S. 2473, and urges that it be enacted into law; and be it further 

Resolved, That a copy of this resolution be sent to each menber of the NAAO 
with the request that he advise his congressional representatives of its adoption 
by this association. 
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RESOLUTION 


Whereas there is a growing tendency on the part of those agents of the United 
States Government engaged in drawing contracts for the procurement and pur- 
chase of the implements of national defense, to so phrase those contracts as not to 
leave the raw materials, implements, equipment, and goods in process of manu- 
facture subject to taxation for the support of local government, but to forestall 
such by immediate transfer of title to the Federal Government, or agency thereof, 
upon some small partial payment on said contract; and 

Whereas the holders of these contracts, who constitute a large segment of private 
enterprise in this country, nevertheless require and receive all of the protections 
and services of local government during the process of constructing or manu- 
facturing for, and on behalf of, the Federal Government: Therefore be it 

Resolved, That because the National Association of Assessing Officers believes 
this to be contrary to good governmental administration and to sound publie 
policy, both locally and nationally, and, coupled with similar avoidance of taxa- 
tion of federally owned real preperty leased to such private contractors, will lead 
to a disproportionate and unfair imposition of the cost of the defense effort upon 
the many communities affected, and a serious impairment of the local general 
property tax base in such localities, it requests the Congress of the United States 
to take appropriate and necessary action to cause all defense contracts to specifi- 
cally provide for the support of the services furnished by the various instrumenta- 
tions of local government until those raw materials and goods in process of manu- 
facture or construction have been resolved into actual implements of defense and 
accepted by the United States Government; and be it further 

Resolved, That the executive director be instructed to send a copy of this reso- 
lution to each Member of the Congress of the United States, and to each member 
of the National Association of Assessing Officers with a request to them to com- 
municate directly with their personal congressional representative; and be it 
further 

Resolved, That the executive board be directed to take any steps needed to 
further the purpose of this resolution 


MILWAUKER, Wis., June 1, 1954. 
WaLTER L. REYNOLDS, 
Chief Clerk, Committee on Government Operations, 
United States Senate: 
te your wire May 28 concerning my appearance at hearings on S. 2473 and 
H. R. 5605, advise that Gilbert Guetzkow will represent city of Milwaukee and 
wishes to testify on June 3. I will submit statement for the record as chairman, 
committee on federally owned properties of the National Association of Assessing 
Officers. Mr. Homer Marson, member, board of assessors, city of Detroit, who 
will testify on behalf of that city, is authorized to appear on behalf of the National 
Association of Assessing Officers. 
Tuomas A. BYRNE, 
Tax Commissioner. 


OFFICE OF THE TAX COMMISSIONER, 
Milwaukee, Wis., June 1, 1954. 
Mr. Water L. REYNOLDs, 
Chief Clerk, Committee on Government Operations, 
United States Senate, Washington, DC. 

Dear Mr. Reyrno.tps: Enclosed herewith is a statmeent which I am submitting 
as chairman of the committee on federally owned properties of the National 
Association of Assessing Officers, which statement I would like to file in the record 
of the proceedings of the Senate Committee on Government Operations with 
respect to S. 2473 and H. R. 5605 which are to be heard on June 2 and June 3. 
Attached to the statement are two resolutions which were adopted by the National 
Association of Assessing Officers in November 1953 at New Orleans which deal 
with this subject matter. 

It would be appreciated if I could be furnished with a copy of the proceedings 
when such copies are available. 

Respectfully yours, 
Tuomas A. Byrne, 
Tax Commissioner. 
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STATEMENT OF THE POSITION OF THE COMMITTEE ON FEDERALLY OWNED PROPER- 
riES OF THE NATIONAL ASSOCIATION OF ASSESSING OFFICERS ON PENDING 
LEGISLATION To Permit THE TAXATION AND PAYMENT IN LiEU oF TAXES 
With Reseecr ro Certain FEDERAL PROPERTIES 


The ownership of property by the Federal Government has been a matter of 


particular concern to the financial officers of local communities since the beginning 


of the defense preparations which preceded World War II. The asscciation has 
had a committee on federally owned properties since 1943. Resolutions on the 
subject were adopted in 1944 and in several later vears at the national meeting of 
the association. The committee was revived in 1953 because the subject developed 


certain new aspects during the Korean incident. 

\ rs generally, as de all other city officers, recognize that the Government 
must necessarily own properties in local taxing jurisdictions in order that the 
functions and duties of the Government may be adequately performed. Assessors 
generally recognize that such of these Federal properties as are necessary for and 
as are used in the ordinary and usual operations of the Federal Government, 
should probably remain exempt from local assessment and taxation despite the 
fact that serious financial problems result in areas where there are great concentra- 
tions of such properties. 

But the acquisition of property by the Federal Government for purposes not 
regarded as being within the traditional scope of Government operations has 
assumed extensive proportions beginning with the defense preparations which 
preceded World War II. These properties consisted of great camps, training 
centers, munitions depots, bombing ranges and the like; and also a very large 
number of facilities for the production of materials of war. The National Associa- 
tion of Assessing Officers generally recognizes that the former class of property 

hould continue to remain exempt but that those properties which are in the 
iature of manufacturing facilities in all respects like private production facilities 
should be taxable. 

\s early as 1944 the national asscciation recommended that all such facilities 
acquired after June 1940 be liable to pay an amount equal to full taxes on real 
estate and in those States in which personal property is taxable, an amount equal 
to the full taxes on such tangible personal property as would be assessable in those 


liet 
jurisdiction 
rraditionally it has been the position of the national association that there 
should be a full recognition by the Government of the propriety of the taxation of 
} 


such property in the usual sense of the word rather than by payments in lieu of 





ij 
1 


taxes But there has also been a recognition that if the former is unobtainable, an 
in lieu arrangement would suffice to meet the needs of local government although 
it would not square with the principles of equity which in our opinion require such 


property to be on the tax roll 

Generally speaking, we believe that S. 2473 comes the closest to handling the 
problem from the assessors’ point of view of any proposal which has been made in 
Congress up to this time. It was that belief which led the association to adopt a 
resolution at the New Orleans meeting late in 1953 supporting 8S. 2473. A copy of 
this resolution is attached hereto 

It is understandable that there probably should be some beginning date for any 
Federal liability in this connection. Whereas the bill provides that taxes, or 
payments in lieu of taxes, shall be made on properties acquired after July 1, 1950, 
we feel strongly that a more realistic beginning date would be 1939 or 1940 since 
it was in the years preceding and during World War II that a large number of 
properties of the type under discussion were acquired. We also feel that wherever 
possible these properties should be subjected to taxation rather than be subject 
to an in lieu arrangement. 

There has been a very strong reaction in assessors’ circles against the manner 
in which inventories have been rendered nontaxable by the actions of Federal 
procurement cfficers who have in a great many instances, we believe, arranged 
for the transfer of title to the inventory and facilities for its production to the 
Federal Government shortlv before assessment date. At a meeting of assessors 
held in New York late in February 1954 this subject was thoroughly discussed. 
It was the conclusion of those present that in many instances the Federal officers 
were making deliberate efforts to place this type of property in a nontaxable 
position. We believe that there should be mo deliberate effort by any Federal 
officer to secure tax avoidance to the detriment of the local municipality. In 
this connection we attach hereto copy of a resolution adopted at the New Orleans 
meeting of the national association in November 1953 
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Altbough we have some reservations about 8. 2473, particularly as to its 
adequacy in the light of certain specific comments made earlier, we believe it is 
the best thing which has come up to date. We are of the opinion that its passage 
would be definitely in the interests of good government of the local level and also 
in the interests of a good relationship between Federal and State taxing authorities. 

Respectfully submitted. 
THe CoMMITTEE ON FEDERALLY OWNED PROPERTIES OF 
THE NAIZONAL ASSOCIATION OF ASSESSING OFFICERS, 
Tuomas A. ByRnp, 
Tax Commissioner, City of Milwaukee, Chairman. 


Senator Smitu. Mr. Gilbert Guetzkow, assistant to the mayor, city 
of Milwaukee. 
The subcommittee will be pleased to hear from you, Mr. Guetzkow. 


STATEMENT OF G. L. GUETZKOW, DIRECTOR, PRIORITIES AND 
ALLOCATIONS, CENTRAL BOARD OF PURCHASES, CITY OF 
MILWAUKEE, WIS. 


Mr. Gvuerzxow. With your permission, I would like to read the 
mayor’s letter, which is addressed to the committee, and also a letter 
to which he ref :rs. 


SENATE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington. 

GENTLEMEN: As an officer and member of the American Municipal Association, 
and as the mayor of Milwaukee, I am much interested in the tax impact of 
defense production facilities which are serviced by local governments and yet 
are not on the local assessment rolls. 

I beg therefore to submit a comment on this situation to you. This comment 
is in the form of a letter sent to me by Mr. Thomas A. Byrne, tax commissioner 
of the city of Milwaukee. Mr. Byrne gives a general viewpoint of cities on 
payments in lieu of taxes from certain defense production facilities. 

Yours truly, 
FRANK P. ZEIDLER, Mayor. 


The letter to which he refers which I would like to read is addressed 
to the mayor, the Honorable Frank P. Zeidler: 

The matter of the immunity of Federal property from taxation has been a 
matter of concern to the financial officers of cities since the beginning of the 
defense effort prior to World War II. It was during that defense effort and 
during the war that a widespread ownership of land, buildings, facilities, and 
inventories began seriously to affect the financing of local government in some 
areas. 

In 1943-44 I was chairman of the committee on federally owned properties of 
the National Association of Assessing Officers which in 1944 presented a com- 
prehensive memorandum on this matter to the Congress 

This committee was revived in September 1952 as communities began to fear 
the impact of the Korean conflict. Since that time the committee has caused 
the national association to adopt two sets of resolutions which have been pre- 
viously sent to Congress. 

The problem of Federal immunity asserts itself in two principal fashions which 
may have differing effects depending upon the location in which the problem 
arises. Generally the first aspect of the problem would be that of the ownership 
by the Federal Government of land and improvements which are used for the 
production of war materials. These are essentially manufacturing operations 
In connection with this aspect of the problem of course, there is the ownership of 
large amounts of production machinery and equipment. The second aspect of 
the problem arises from the ownership of inventories 

There is a widespread feeling throughout the country that land, buildings, 
facilities, and machinery which are used in productive enterprise ought to be 
available as tax base to local communities which are obliged to render essentially 
the same services to these facilities as they are to competitive facilities which are 
taxable. The usual run of city services such as fire and police protection, traffic 
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control, schools and the others, arise to the same extent from the existence of 
Government-owned facilities as they do from the existence of privately owned 
facilities. There is no just basis in my opinion for the exemption of this type of 
property from taxation. 

So far as inventories are concerned the problem has been acute in many parts 
of the country in recent years. I am particularly concerned with the immunity 
which is claimed by procurement officers of the services in connection with 
contracts for the production of the component parts of military, naval, and air- 
craft equipment These might be contracts for the production of parts or sub- 
assemblies for ships, planes, and a variety of other military requirements. Of 
course these contracts could also relate to goods which would ordinarily be con- 
sidered civilian goods su@h as food, clothing, shoes, ete. 

Under present provisions of some of these contracts as soon as payment is made 
on a portion of the contract title to the inventory and facilities vests in the Federal 
Government although the inventory and facilities do not differ in any respect from 
those which are owned by competitive establishments which do not have the same 
type of contract, 

Again the effect is to remove this class of property from the assessment rolls. 
It is our opinion that estimates of local taxes should of course be included in the 
cost of these articles as they are in the case of those which are strictly privately 


produced 

It should be pointed out that the defense effort is a national effort and that its 
cost should be borne nationally, and that no inordinate part of its cost should be 
borne by any community which happens to have one of these facilities located 
within its borders, 

So far as the two bills are concerned, that is, H. R. 5605 and 8. 2473, it is my 


understanding that H. R. 5605 covers only property which has been previously 


owned by some Federal agency and is now leased to private enterprise for defense- 
production purpose Moreover, it has a 2-vear limitation which is self-execut- 
ing It is intended to cover certain local situations, and in my opinion, will not 
be widely helpful. 

S. 2473 is a much more inclusive bill It includes personal property as well 
as real estate which is consistent with my view that all this type of property 
should be assessed Unfortunately it sets up a cutoff date of July 1, 1950, allow- 


ing all property which Was acquired before that date to remain nontaxable. In 
my opinion, if any cutoff date is needed it would better be about 1939 since it 
was about then that the defense effort took on the characteristies which began to 
alarm local communities. _ 

I have one criticism of 5. 2473 and that is that its tenor generally is in the 
nature of an in-lieu payment which is not a taxing equivalent but is based on 
certain criteria which are set up by the Federal agencies. I feel strongly that 
this type of property should be rendered subject to taxation in the strict sense 
of the word 

Sut if the in-lieu concept must prevail, it is my opinion that S. 2473 is the 
best bill which has been proposed to date and ought to be adopted unless there 
is reason to believe that the Commission on Intergovernmental Relations which 
is now studving this problem might bring in a stronger reeommendation. 

I might add that there is reason to believe that there is perhaps $20 million of 
taxable value of the sort described located in the city of Milwaukee at the present 
time ; 

Respectfully yours, 
Tuomas A, ByRNg, 
Tax Commissioner. 

Thank you. 

Senator SmrrH. Any questions? 

Senator Burke. No questions. 

Senator Smirx. Mr. Reynolds? 

Mr. Reynoups. No questions. 

Mr. Guetzxow. I would like to add one statement. In the city 
of Milwaukee we have had removed from our tax rolls approximately 
$20 million in the form of machinery and inventories. 

Senator Smita. Thank you very much. 

We will now hear from Mr. Randy Hamilton, Washington directc~ 
American Municipal Association. 

Do you have a statement, Mr. Hamilton? 
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STATEMENT OF RANDY HAMILTON, WASHINGTON DIRECTOR, 
AMERICAN MUNICIPAL ASSOCIATION 


Mr. Hamitrton. I have here a statement of policy and some exhibits 
which I will submit for the record at the end of my testimony. 

I represent the American Municipal Association which has 12,000 
members in 44 States. It is the largest organization representing the 
municipal governments in the world. 

I would like to digress at this point and state as a former city 
planner in the city of Cleveland, Ohio, Mayor Burke, having been the 
mayor at that time—I know Senator Burke—is both appreciative of 
the problem and understands it very thoroughly because I had the 
pleasure of having discussions with the planning director, John 
Howard, and the mayor. At the time I was employed by Cleveland 
in 1949 I didn’t think either the mayor or I would be in Washington 
now. 

The American Municipal Association endorses and supports S. 2473 
and H. R. 5605. We urge their adoption by the Congress of the 
United States at the earliest possible moment. 

The case might be simply stated as follows: Municipal services cost 
money. No sane industry would operate an industrial plant in a 
place where they did not have these municipal services. For the most 
part the legitimate tax resources of local governments are the taxes 
on personalty and realty. To provide money for these services we 
simply must have the tax resources. The removal of valuable seg- 
ments of these tax resources by reason of Federal acquisitions of vast 
amounts of commercial and industrial properties used in the defense 
program is causing more and more headaches in the local government 
field. 

The American Municipal Association does not believe that it is the 
business of the United States Government to assume responsibility 
for the solution of purely local problems. 

We likewise do not believe that it is the business of municipalities 
to assume primary responsibility for the provision of municipal serv- 
ices to Federal installations, without adequate payments therefor. 

The United States Government cannot properly remain indifferent 
to the financial problems caused for cities by the presence of these 
tax-exempt industrial and commercial properties. 

That this is not a declining problem or one that is getting any less 
in its scope is evidenced by a newspaper clipping which is no older than 
8 hours, having appe vared in the Washington Post and Times-Herald 
this morning, which indicates that the President of the United States 
is requesting the Congress to provide $1,100 million for additional 
construction programs for the Armed Forces. 

The indication of the newspaper article is that approximately $500 
million of this will be used to provide a communication system in 
Alaska. The remainder of the money will be used for defense con- 
struction and troop housing, according to the newspaper report which 
quotes Murray Snyder, Assistant Presidential Press Secretary. 

To sum up, I would say that the problem which has been outlined 
this morning certainly will not be diminished if this clipping is ac- 
curate, and in that regard, Madam Chairlady, I would suggest, speak- 
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ing for the American Municipal Association, that favorable and 
immediate action be given to these two bills. 

(The exhibits submitted on behalf of the American Municipal 
Association by Mr. Hamilton follow:) 


STATEMENTS OF PoLicy OF THE AMERICAN MuUnNIcrIPpAL ASSOCIATION 


The following statements of policy adopted by the American Municipal Associa- 
tion and enunciated by representatives of the association spell out the considered 
judgment of municipal officials wlth regard to Federal liability to local taxation 

1951) Resolved, That the American Municipal Association continue to extend 

efforts to gain adequate Federal payments in lieu of taxes and to secure Federal 

yments for special assessments. 

Resolved, That the board of trustees and the executive director of the American 
Municipal Association be and they are hereby authorized and directed to cause 
legislation to be introduced in the 838d Congress and tu propose amendments to 
all other legislation introduced, which wi'l make effective the long-established 
policy of the association regarding Federal payments in lieu of taxes on Federal 
tax-exempt property 

1950) Resolved, That the executive committee and executive director of the 
American Municipal Association be and they are hereby authorized and directed 
to cause legislation to be introduced in the 82d Congress to make effective the 
long-established policy of the association regarding Federal payments in lieu of 
taxes on Federal tax-exempt property; and be it further 

Resolved, That the officers of the association be authorized and directed to seek 
the cooperation and support of the National Association of County Officials, the 
organizations of schools and other local government authorities and other in- 
terested groups 

(1949) Resolved, That the American Municipal Association at its 1949 conference 
reaffirm the resolution passed at its 1948 conference relative to payments in lieu 
of taxes, as follows: 

The delegates and representatives of the 10,150 municipalities of the American 
Municipal Association at this 26th annual conference, favor and desire the enact- 
ment of Federal legislation authorizing the assessment and collection of property 
taxes on Federal property or requiring the payment of annual sums in lieu of full 
taxes to municipalities by the Federal Government. 

The American Municipal Association will cooperate with other organizations 
and with the Federal Congress in formulating legislation that will remove the 
burdens from localities with tax-exempt properties. 

Within each State the organization of municipalities is urged to organize vigor- 
ous municipal support of such Federal legislation. 

1948) Whereas the Federal Government has modified its system of payments 
in lieu of taxes on certain housing projects where such payments were in excess 
of the amounts originally specified in the contracts between the various housing 
authorities and the Federal Government; and, 

Whereas later agreements between such housing authorities and the Federal 
Government have provided for payment in lieu of taxes more economically sound 
than those authorized in the original contracts; and, 

Whereas cities are unnecessarily embarrassed by being unable to secure the 
benefits of the larger sums which the housing authorities are able to pay in lieu 
of taxes: Now therefore be it 

Resolved, That the American Municipal Association record its opposition to the 
Federal policy recently invoked which prevents municipalities from receiving 
increased payments in lieu of taxes; 

Resolved, Further, that this or-anization support legislation and administrative 
measures Which will permit the payment of the increased amount in lieu of taxes 
under prevailing contracts. 


In addition, the association has set forth its policy in the following statements 
presented on occasions noted: 
At the association’s annual meeting in 1950, the following statement of policy 
Was enunciated: 
“The American Municipal Association suggests the following principles and 
actions as a basis for Federal-municipal relations: 
. + * * 
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2. The Congress should enact legislation to provide for payments in lieu of taxes 


on federally owned property. The present exemptions not only deprive municipal- 
ities of moneys to which they are entitled, but also create an unfair burden on 
those communities where disproportionate amounts of federally owned property 
are located. The need for equity between municipalities is at least as i 
the revenues to be derived from such payments 


* * 


in portant as 


1. The placement of defense industries, defense establishments, or other large- 
scale Federal activities in some communities but not in others 
yortionate burdens. Such burdens should be equalized by comp 

1 
payments. 


creates dispro- 


sating Federal 


The American Municipal Association does not believe that it is the } 
of the United States Government to assume responsibilit solution of 
purely local problems. We do not believe, however, that it is the business of the 
municipalities to assume primary responsibility for the pr 


usiness 


services to Federal installations, without adequate pavme! 
United States Government cannot properly remain indifferer 


of municipal 
therefor The 
» the financial 
problems caused for cities by the presence of these tax-exem industrial and 
commercial properties. Yet, the Federal defense acencies have, on occasion, 
wittinely or unwittingly sinee the outbreak of the Korean war developed vet an- 
other device which tends to create a hardship on local governments. This device 
is the use of the partial-pavyments clause to remove materiel from local taxation 
by transfer of title to the Federal Government even thou t is in the hands of 
the private contractor. Most of the materiel involved is in the category of per- 
sonalty in the form of stock in trade, small tools, goods he process of manu- 
facture, raw materials, equipment, and machine tools. In some cit the volume 
of tax-exempt personalty is reaching proportions where as a real 
and serious effect upon the tax revenues of the city 

A small sampling of the industrial exemptions resulting fr the contracts 
cited above follows: 


Re presentative tax loss from real and 


Adrian, Mich 
Dallas, Tex 
Detroit, Mich : 

Gary, Ind 5. Onn 
Jackson, Mich 600, 000 3, 500 
Manitowoc, Wis 000, 000 1 60, 000 
Minneapolis, Minn 2 000. 000 ,. 000 
New Orleans, La 

St. Paul, Minn 


000, 000 5, 16. 
Oo 57, 318 


Wi ] O00 


5 1 
190, 000 376, 420 


Caddo Parish, La 2, 801, 120 2, 500, 000 112, O84 
Lane County, Oreg 1. 100, 000 8&8. 000 
Pima County, Ariz 2, 600, 000 190, 000 
San Diego County, Calif 


100, OOO 
San Francisco City and County, Calif 4 100, 000, 000 135, 000 


9 
3 


| Estimated. 


48123—54——-7 
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Representative cases of surplus real property transferred to Federal agencies out of 
surplus inventory, resulting in discontinuance of tax payments to local govern- 


ment 














State/city Transferee Date Tax dis- Authority for transfer 
continued 
CALIFORNIA 
ALCOA, Riverbank FWA October 1948 512 | Publie Law £83, 80th Cong. 
Columbia Steel, Pittsburg FWA June 1949 8: Do 
Douglas Aircraft, E] Segundo PBA July 1948 13, 166 | Public Law 597, 80th Cong. 
Permanente Metal, Manteca FWA October 1948 430 | Public Law 8&3, 80th Cong. 
Wilshire Oil Co., Norwalk USCE January 1952- 8, 534 | Unknown. 
CONNECTICUT 
N. E. Lime Co., Canaan FWA September 1948 14,340 | Public Law 883, 80th Cong. 
United Aircraft, Southington FWA December 1948 60, £40 Do. 
ILLINOIS 
Chicago Vitreous Enamel Co FWA June 1952 5,875 | Public Law 339, 82d Cong. 
Chrysler Co., Chicago GSA December 1949 287,826 | Public Law 883, 80th Cong. 
Revere Copper & Brass, Chi- | GSA October 1949 57, 600 Do. 
cago 
Standard Spring, Madison GSA November 1949 66, 196 Do, ’ 
5 
INDIANA 
E 
American Steel & Foundry GSA October 1949 113. 976 Do, i 
KANSAS 
Boeing Aircraft, Wichita AF February 1948 174, 088 | Public Law 364, 80th Cong. 
MARYLAND 
Revere Copper & Brass, Hale- | GSA December 1949_. 33,857 | Public Law $83, 80th Cong. 
thorpe 
MASSACHUSETTS 
Gereral Electric, West Lynn Navy. March 1948 66,480 | Unknown, 
MICHIGAN 
Dow Chemical, Bay City FWA June 1949 7,212 | Public Law 883, 80th Cong. 
NEW YORK 
ALCOA, Maspeth, Long Is- | Navy Septem ber 1950 150. 245 | Unknown. 
land 
Amco Magnesium, Wingdale, | FWA October 1948... 36, 410 Do. 
Long Island 
Curtiss-Wright, Kenmore FWA April 1949 49, 968 Do. 
General Motors, Tonawanda GSA December 1949 74, 040 Do. 
Grumman Aircraft, Port Wash- | GSA + October 1950 18, 263 Do, 
ington 
Morgenthaler Linotype Co., | GSA September 1952 50, 020 Do. 
Brooklyn 
Symington-Gould, Rochester FWA December 1948. . 41, 436 Do. 
OHIO k 
Champion Machine & Forge, | GSA May 1951 21, 241 Do, 
Cleveland 
Diamond Magnesium, Paines- | FWA November 1948 39, 876 Do, 
ville. ¢ 
Goodyear Aircraft, Akron Navy do 15, 760 Do. 
Magnesium Reduction, Luckey FWA do 7, 462 Do 
Ohio Steel Foundry, Lima FWA April 1949 7, 200 Do. 
Wright Aero, Lockland AF October 1948... 27, 241 Do. 
we 
e 
MINNESOTA 
Northampton Aero, St. Paul Navy July 1950 20, 102 Do. 
MISSOURI 
Sculler Steel, St. Louis GSA September 1948 42, 599 Do. 
McDonnell Aircraft, St. Louis Navy do 20, 224 Do. 
Pratt & Whitney, Kansas City.) Navy January 1948 191, 110 Do. 
MONTANA 
Anaconda Copper, Columbus GSA October 1949 1, 200 Do, 
Do GSA September 1949 4,740 Do, 
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Revresentative cases of surplus real property transferred to Federal agencies out of 
surplus inventory, resulting in discontinuance of tax vayments to local govern- 
ment—Continued 


examen — 


wate Bie Rt ard cs Tax dis- iis ‘ 
State/city Transferee Date continued Authority for transfer 


NEW JERSEY 


ALCOA, Burlington GSA December 1949 77,000 | Unknown. 
Bendix Aviation, Teterboro Navy..- June 1952 3, 002 Do 
Tung-Sol Lamp, Newark Army March 1948 10, 022 Do. 


PENNSYLVANIA 


Aluminum Forgings, Erie FWA January 1949 19, 996 Do 
Bethlehem-Lebanon Forgings, | FWA September 1948 7, 044 Do. 
Lebanon, 
Continental Foundry & Ma- | FWA. January 1949_ 16, 416 Do 
chinery, Coraopolis. 
Westinghouse Electric, Lester Navy..- March 1948 83, 767 Do. 
TEXAS 
Dow Chemical, Freeport FWA._ October 1948 123, 000 Do 
Dow Magnesium, Velasco FWA November 1948 54, 600 Do 
WASHINGTON 
Boeing Aircraft, Renton GSA December 1949 178, 222 Do. 
Electro- Metallurgical, Spokane_| GSA September 1949 33, 646 Do. 
Pacific Car & Foundry, | GSA OMe in 18, 124 Do. 


Renton. 


[Washington Postfand Times-Herald, June 2, 1954] 
Ike Requests $1.1 BILLION FoR ARMs BUILDING 


President Eisenhower yesterday asked Congress for a defense appropriation 
of $1,100 million for military construction. 

The only indication of just where the money would be spent came in the White 
House announcement that $503,000 of the total would be used for Army construe- 
tion of a communications system in Alaska. 

Murray Snyder, assistant Presidential press secretary, said the overall amount 
includes the expense of constructing sites for NIKE guided missiles, and for troop 
housing. 

Legislation to authorize the military construction work and family housing 
projects now is pending in Congress. The President’s request was for Congress 
to provide the money, once the projects are authorized, It would be used in the 
fiscal year beginning July 1. 

The military construction fund was listed in Mr. Eisenhower’s $31 billion 
defense budget, but he had not formally requested the money until yesterday. 

Snyder said the money would be used ‘“‘for continued buildup of the Air Force 
construction program.” 

Some of it also would be used by the Army and Navy. Of the total, 
$945,997,000 is earmarked for Air Force acquisition and construction of public 
works. 

The Commerce Department’s Bureau of Public Roads would get $13,500,000 
for construction of access roads. 


Senator Smita. Thank you very much, Mr. Hamilton. You will 
probably be around. 

Mr. Hamitton. I will be here tomorrow if there will be any ques- 
tions. 

Senator Smira. The Chair at this time would like to place in the 
record a letter and statement from Lloyd A. Dobyns, chairman of 
the Board of Real Estate Assessors, Newport News, Va., and also 
some other reports, such as from the Office of Defense Mobilization, 
the Treasury Department, the Department of Commerce, Housing 
and Heme Finance Agency, Veterans’ Administration, Federal Power 
Commission, Tennessee Valley Authority. 
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(The documents referred to follow:) 


30ARD OF REAL Estate ASSESSORS, 
City or Newport NEws, 
Newport News, Va., June 1, 1954. 
Hon. MARGARET CHASE SMITH, 
United States Se nate, Washington, D.C 
Mapam: Mr. Walter L. Reynolds, chief clerk, Senate Committee on Govern- 
ment Operations, just informed me that you were chairman of the Subcommittee 
on Les islation and advised me to mail the enclosed statement to vou 
I have corresponded with Senator MeCarthy and Mr. Reynolds, and have 
discussed with Mr. Reynolds on the phone the possibility of attending the hearings 
on S. 2473 and H. R. 5605 However, my son is «raduatine from Washinston and 
Lee University, and I am planning to attend the graduation exercises June 2, 3, 
and 4 It would, therefore, ke rather inconvenient for me to attend your hearing 
on either June 2 or3 
{ shall be most grateful if you will present this statement to your committee, in 
order that it may become part of the record, and notify me of any future hearings 
before either the subcommittee or the Committee on Government Operations. 
Yours very truly, 
Luoyp A. Dosyns, Chairman. 


STATEMENT SuBMITTED BY Lioyp A. Dospyns, CHAIRMAN, BoaRD oF REAL 
Estate Assessors, Newport News, Va., on 8S. 2473 ann H. R. 5605 


The inequality in the distribution of the burden of taxation borne by the indivi- 
dual property owners of this city, as well as in many other local taxing jurisdictions 
throughout the United States, is of great magnitude. The existence of this 
inequality of distribution creates an unfair and unjust burden on the owners of 
property within certain governmental jurisdictions wherein are located national 
defense installations of various types. 

This situation is brought about to a great extent through Government ownership 
of real and tangible property, which is leased to individuals or to individually 
subseribed corporations at an annual rental which I understand is considerably 
less than the annual ad valorem tax were the same property individually owned and 
assessed for taxes. 

We, in this community, have a deep feeling of responsibility toward our national 
defense program. sut, we feel that, because of the situation in existence with 
reference to Government-owned leased property, we are bearing an unjust pro- 
portion of our national defense cost. 

To cite a situation which was brought about through Government acquisition 
of certain property, it becomes necessary to go back a few years to the beginning 
of World War II. The United States Government (I believe the Department of 
Navy) spent a considerable sum making certain installations, which were necessary 
to the national defense, in our local shipyard. Some of these installations have 
been leased to the shipyard part, if not all, of the time since completion. In 
making the installations and improvements, the river was dredged, all of the 
dredge being pumped inshore. In addition thereto, considerable fill dirt was 
hauled into the shipyard, adding 58 acres of land to the then-existing shipyard 
property. 

We took the position that this increase of land could not be removed, and that, 
since the shipyard owned the riv arian richts, the title to the 58 acres was vested 
in the Newport News Shipbuilding & Dry Dock Co., and was therefore subject 
to taxation. The 58 acres was put on the tax roll in the year 1942, and remained 
thereon throueh 1953. During this period of time there was, I understand, con- 
siderable legal wrangling between the shinvard and the United States Govern- 
ment over ownership to the 58 acres. The shipyard, on December 23, 1953, 
filed in the office of the clerk of courts of the city of Newport News a quitclaim to 
approximately 55 acres of land, which consisted of the major portion which was 
added just prior to 1942. 

Since our existing laws do not provide for assessment of any property owned 
by the United “tates Government, we were forced to remove from the tax rolls 
the 55 acres of land. The removal of this land resulted in a reduction of taxable 
revenue to the extent of approximately $22,000 for the tax vear 1954. This 
reduction of taxable revenue will continue so long as this property is owned by the 
United States Government and so long as there is not an amendment to the 
existing laws. The $22,000 represents a very small part of the taxes on facilities 
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located within the shipyard and owned by the United States Government, which 
are today tax-free, but leased to the shipvard for commercial purposes 

The land acquired by the United States Government through the quitclaim 
previously mentioned represents over 29 percent of the land area of the main 
shipyard plant. The portion so acquired had an assessed valuation of slightly 
more than $750,000 for the tax year 1953. In addition thereto, the improve- 
ments located within the shipyard, consisting of shipways, piers, and various other 
buildings and structures used in the building and repair of ships, would have an 
assessed valuationof over $8 million were they assessed for taxes on the same 
basis as all other property within the city of Newport News. The assessed valua- 
tion of these structures, which were erected in the shipyard by the Navy Depart- 
ment, along with that of the land which was acquired on December 23, 1953, 
through quite! laim deed, would amount to over $9 million. Applying our present 
tax rate of $2.95 per $100 valuation, the loss of revenue to the city of Newport 
News is over $265,000. The actual loss through quitclaim amounts to over 
$22,000, which is slightly less than 5 percent of the total revenue from land within 
the city limits of Newport News. 

The 55 acres of land, which was quitclaimed to the United States Government, 
was in turn leased to the Newport News Shipbuilding & Dry Dock Co. for commer- 
cial purposes, and, while I do not have the exact rental, | understand it is nominal. 
This action on the part of the shipyard and the United States Government tends 
to further increase the inequality in the distribution of our tax burden. 

To some members of your committee, 55 acres of land may be a very small 
tract, but this added to the i improvements thereon and certain other improvements 
within the shipyard is a major item to the city of Newport News. Our total land 
area within the city limits is slightly less than 5 square miles. You can, there- 
fore, understand how much we feel the loss of taxes on even the 55 acres. 

We thoroughly understand in our community that ours is only one of a great 
number of problems facing your committee and the study group. But, we feel 
that some relief, even though it be of a temporary nature, should be given the 
communities throughout the country which are affected to such a great measure 
because of Government ownership or acquisition of property, which would 
otherwise be taxed, and particularly to those communities where sorely needed 
tax revenues have been lost through Government acquisition and subsequent 
leasing of property to private enterprise for commercial purposes. 

We sincerely urge that some action be taken at the earliest possible date, in 
order that the burden of our Government may be borne more uniformly by all 
communities. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OrricE OF DEFENSE MOBILIZATION, 
Washington, D. C., June 2, 1954. 
Hon. MARGARET CHASE SMITH, 
Chairman, Subcommittee on Legislative Program, 
Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

Dear Senator Situ: This is with reference to your kind invitation to appear 
before your committee on Wednesday, June 2, in connection with your hearings 
on 8. 2473 and H. R. 5605, or to submit comments in lieu thereof. We think an 
appearance will be unnecessary in view of the following comments. 

The responsibilities of this Office under 8. 2473 would be to supervise and co- 
ordinate the activities of the owning agencies. As we indicated in our letter of 
September 30, 1953, we are prepared to assume this responsibility if adequate 
additional funds are provided. To allow time to establish the administrative 
machinery needed for the proposed program and for Congress to appropriate the 
additional funds required, we would suggest changing the date of the acceptance 
of the first applications for payment to the fiscal year which begins after June 30, 
1954, instead of 1953. 

H. R. 5605 in no way concerns the functions or activities of this Office, and we 
have no comment with respect to that measure. 

The Bureau of the Budget has advised it has no objection to the submission of 
this letter, but has indicated that pending review of the recommendations of the 
Commission on Intergovernmental Relations, the Bureau is not able to advise us 
as to the relation of the proposed legislation to the program of the President. 

Sincerely yours, 
ArTHUR 8S. FLEMMING, Director. 
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TREASURY DEPARTMENT 
Washington, June 1, 1954. 
Hon. Josern R. McCarrny, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


My Dear Mr. CuHarrMan: Reference is made to your letter of May 20, 1954, 
in regard to 8S. 2473 and H. R. 5605, relating to the status of Federal properties 
under State and local property taxes 

S. 2473 provides that federally owned defense production facilities would either 
be subject to State and local property taxes on the same basis as privately owned 
property ' or serve as the basis for Federal payments in lieu of State and local 
property taxes. As indicated in our letter of February 25, 1954, the Department 
is in general accord with this approach. We believe that permanent legislation 
in this area will be an important element in the overall pattern of Federal-State 
fiscal relations. Since a committee of the Commission on Intergovernmental Re- 
lations is now preparing recommendations in this area, the Department wishes 
to reserve its own position on general legislation pending the report of the Com- 
mission 

H. R. 5605 relates to a small segment of this problem. It provides that when 
real estate is transferred from a Federal corporation to a Federal agency or de- 
partment it shall continue to be subject to property taxes if it had been taxable 
in the hands of the corporation. 

In general, the Department is reluctant to support further piecemeal legislation 
in this area. However, since H. R. 5605 will provide reliet to particular communi- 
ties suffering hardship as a result of intragovernmental property transfers in con- 
nection with the present defense program, and inasmuch as the proposed legis- 
lation is of a stopgap nature expiring on December 31, 1956, the Department has 
no objection to it 

The Director, Bureau of the Budget, has advised the Treasury Department 
that there is no objection to the presentation of this report, but pending the report 
of the Commission on Intergovernmental Relations is unable to advise us as to 
the relationship of the proposed legislation to the program of the President. 

We appreciate your invitation for representatives of the Department to appear 
before vour committee I do not believe, however, that it will be necessary to 
take the time of your committee in giving any testimony beyond that contained 
in our written reports 

Sincerely yours, 
M. B. Fotsom, 
Acting Secretary of the Treasury. 


THE SECRETARY OF COMMERCE, 
Washington, February 26, 1954. 
Hon. Joserpw R. McCarrnuy, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 


Drak Mr. CuartrMan: This letter is in reply to your request of August 12, 
1953, for the views of this Department with respect to 5. 2473, a bill to provide 
for payments by the Federal Government to States or local taxing units adversely 
affected by Federal acquisition, ownership, or use of defense production facilities, 
to provide for the taxation of certain Federal properties, and for other purposes. 

The bill would authorize payments to local taxing authorities with respect to 
certain federally owned properties. Payments would be for amounts equal to 
those which would have been made if taxable persons had owned such facilities. 

It is our opinion that 5. 2473 involves a matter of general principle in the field 
of intergovernmental relations, which will be studied by the Commission on 
Intergovernmental Relations. 

This Department recommends that no action be taken on the bill until such 
time as the Commission has made its recommendations concerning this subject. 

This Department has jurisdiction over no properties which would be subject 
to such payments except under section 4 (b) the following properties: 

1. The Boston Army Base Terminal; 

2. The Philadelphia Army Base Terminal; 

3. An interest in facilities located in the contractor’s plant of the Ingalls 
Shipbuilding Corp., Pascagoula, Miss. ; 





1 Such as RFC property transferred to a nontaxable Federal agency. 
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4. Certain leased facilities at the Washington National Airport (hangars, 
concessions, etc.) ; and 

5. Possibly at some future date, the Norfolk Terminal, which is now being 
utilized by the Department of Defense. 

It appears doubtful that the Washington National Airport is intended to be 
included within the categories of facilities for which tax payments would be made. 
However, a strict interpretation of the language of the bill might result in its in- 
clusion, since the property may be deemed to be used for ‘‘commercial purposes 
connected with national defense”’ either by virtue of present operations, by civil 
military contract air carrier, or in the event of war by virtue of military use. The 
inappropriateness of classifying the airport as a defense facility is demonstrated 
by the fact that during the fiscal year ending June 30, 1953, over 95 percent of 
flights into or out of the airport were scheduled air carrier or other civil operations 
and less than 5 percent were military and military contract carrier flights. 

The Department is unable to estimate expenditures with respect to the facili- 
ties above listed. However, Washington National Airport has a present value of 
approximately $35 million and the estimated 1949 reproduction costs of the ter- 
minal facilities are: Boston, $17 million; Philadeinhia, $27 million; Norfolk, $38 
million. Government-owned facilities at the Ingall Shipbuilding Corp. plant had 
an original (1942) cost value of approximately $6,700,000. It can be seen, there- 
fore, that sizable payments by this Department would be involved if the bill were 
enacted. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this letter, but pending a review of the reeommenda- 
tions of the Commission on Intergovernmental Relations, it would be unable to 
advise us as to the relationship of the proposed legislation to the program of the 
President. 

If we can be of further assistance in this matter, please call on us. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secre tary of Commerce. 





Hovusinc aND Home Finance AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., February 26, 1954. 
Re 8. 2473, 83d Congress. 
Hon. Joserpa R. McCarruy, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. 

DEAR SENATOR McCarruy: This is in further reply to your letter of August 12 
requesting advice as to how this Agency would be affected by the provisions of 
S. 2473, a bill to provide for payments by the Federal Government to States 
or local taxing units adversely affected by Federal acquisition, ownership, or 
use of defense production facilities, to provide for the taxation of certain Federal 
properties, and for other purposes. Your letter also asked for ary suggested 
amendments to the bill which we believe should be considered by the committee. 

The bill would provide a system of payments by the Federal Government to 
State and local taxing units with respect to defense production facilities acquired 
by the Federal Government since June 30, 1950. The term “defense production 
facility” is defined to mean property which is acquired, owned, or used by the 
Federal Government for “industrial or commercial purposes connected with 
national defense’ and which is not subject to local taxes of general application. 
The Director of the Office of Defense Mobilization would have the duty of pro- 
moting the policies and uniform interpretation of the bill, promulgating regula- 
tions for administration of its provisions, and providing forms and procedures 
for review and appeal. Each Federal agency would make the determination as 
to whether the property under its jurisdiction is a defense production facility 
for the purposes of the act, and would make the payments authorized by the bill. 

As the bill would apply only to a “defense cheatin facility’’, it appears that 
it would not affect any of the programs administered by this Agency with the 
possible exception of defense housing. As you know, this Agency now owns 
housing projects which were provided for, and are being occupied by, workers in 
defense plants, and makes payment to the local communities equivalent to full 
taxes on this property. Apparently, the bill is not intended to apply to this 
property. However, this is not entirely clear because of references in sections 2 
and 5 to property used for services furnished workers in a defense-production 
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facility, and to property used for services furnished with assistance under the 
Defense Housing and Community Facilities and Services Act of 1951. Accord- 
ingly, it is reeommended that the definition of “defense production facility’’ in 
the bill be amended to expressly exclude federally owned defense housing. Such 
an amendment could be made to the first proviso of section 3 (ec) as follows: 

Strike the word “and” in line 25, page 3, and insert the following before the 
colon in line 2, page 4: “, and defense housing.” 

If we can be of further assistance regarding this bill, please let us know. 

The Bureau of the Budget has informed me that there is no objection to the 
submission of this report. However, pending completion of the sutdy which the 
Commission on Intergovernmental Relations is making of Federal payments in 
lieu of taxes, the Bureau is unable to give advice as to the relationship of 8S. 2473 
to the program of the President. 

Sincerely yours, 
ALBERT M. Co_e, 


Administrator. 





Housinc AND Home FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., June 3, 1954. 
Re 8. 2473 and H. R. 5605, 83d Congress 
Hon. JosepH R. McCarruy, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 

Dear Senator McCarrnay: This is in reply to your letter of May 20 in which 
you ask if this Agency desires to have a representative submit the views of this 
Agency at the hearings of your committee on 8. 2473 and H. R. 5605. S. 2473 is 
a bill to provide for payments by the Federal Government to States or local 
taxing units adversely affected by Federal acquisition, ownership, or use of defense 
production facilities, to provide for the taxation of certain Federal properties, 
and for other purposes. H. R. 5605 is a bill to amend the Federal Property and 
Administrative Services Act of 1949 to provide for payment of taxes or payments 
in lieu of taxes with respect to real property transferred from Government cor- 
porations to other agencies of the Federal Government. 

As stated to a member of your committee staff in answer to his telephone 
inquiry, this Agency does not feel it is necessary to have a representative appear 
at the hearings on these bills. A report on 8. 2473 was sent to you on February 
26, 1954. We have no further comments to make concerning this bill. 

With respect to H. R. 5605, this Agency would have no objection to its enact- 
ment if the definition of the term ‘‘Government corporation’’ on page 3, lines 11 
through 22 of the bill, is amended to exclude the Federal home loan banks. The 
Federal home loan banks have no Government capital, and they are not included 
in the definition of wholly owned Government corporations, as those corporations 
are defined in title I of the Government Corporation Control Act. Accordingly, 
their property does not constitute Federal real property contemplated by the bill. 

In view of your request for an immediate report, this is being sent to you prior 
to clearance with the Bureau of the Budget. As soon as the Bureau’s views are 
obtained, we will send you a supplemental report. 

Sincerely yours, 
ALBERT M. CoLe, 
Administrator. 





VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS, 
Washington 25, D. C., February 25, 1954. 
Hon. Josspu R. McCarrnuy, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 

Dear Senator McCarruy: Further reference is made to your letter of 
November 25, 1953, requesting a report by the Veterans’ Administration relative 
to 8. 2473, 83d Congress, a bill to provide for payments by the Federal Govern- 
ment to States or local taxing units adversely affected by Federal acquisition, 
ownership, or use of defense production facilities, to provide for the taxation of 
certain Federal properties, and for other purposes. 
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The purpose of the proposed act for payments to local taxing authorities is 
to provide a system of payments (ad valorem taxes or administratively determined 
payments in lieu thereof) by the Federal Government to States and local taxing 
units adversely affected by the Federal acquisition, ownership, or use of defense 
production facilities. The term “defense production facility’? would inelude real 
property, and specified types of personal property, the title to which is in the 
Federal Government, or which by reason of its use by the Federal Government 
is not subject to taxes of general application levied by local taxing units, and which 
is acquired, owned, or used for industrial or commercial purposes connected with 
the national defense. The payments would be made generally on those facilities 
acquired or constructed since June 30, 1950. The bill would lodge responsibility 
for its administration with the various Federal agencies owning or using defense 
production facilities, and, to promote uniform interpretation and application of 
its provisions, would assign to the Director of the Office of Defense Mobilization 
the duties of general supervision and coordination, including the authority to 
issue necessary rules and regulations, review determinations, handle appeals, etc. 
In consideration of the system of payments provided by the bill, the State and 
local governments would be expected, when requested, to furnish pyblic services 
for the Federal Government’s defense production facilities and residents thereof 
or workers employed therein, upon the same terms as are accorded to other 
properties, residents, or persons. 

It is noted that in your letter of November 25, 1953, you refer to a related 
proposal, 8. 788, 83d Congress, a bill establishing a general policy and procedures 
with respect to payments to State and local governments on account of Federal 
real property and tangible personal property, and for other purposes. That bill 
is considerably broader in scope than 8S. 2473. As you are aware, the Veterans’ 
Administration submitted a report on S. 788 to your committee under date of 
April 27, 1953, in which we stated, in some detail, the effect of the bill on property 
used in connection with Veterans’ Administration installations, and certain prob- 
lems and difficulties that the bill presented. 

With one possible minor exception, the Veterans’ Administration has no real 
or personal property under its jurisdiction or control which would come within 
the purview of defense production facilities, as defined in 8. 2473. The possible 
exception is certain property acquired by the Veterans’ Administration pursuant 
to the loan guaranty program of title III of the Servicemen’s Readjustment Act 
of 1944 (58 Stat. 291), as amended (38 U. 8. C. 694-694n). It is conceivable 
that upon foreclosure of a guaranteed or insured business loan, the Veterans’ 
Administration might acquire a ‘‘defense production facility” on which payments 
would be required under 8S. 2473. It is to be noted, however, that under section 
509 (a) (6) of the Servicemen’s Readjustment Act of 1944, the Veterans’ Admin- 
istration is authorized to pay taxes, assessments, and other charges on property 
acquired pursuant to its loan guaranty program. 

Under the circumstances, and having in mind the objective of S. 2473, there 
appears no need for the legislation insofar as property under the jurisdiction of 
the Veterans’ Administration is concerned. 

Advice has been received from the Bureau of the Budget that there would be 
no objection to the submission of this report to the committee. The Bureau 
further stated that it is unable to advise as to the relationship of the proposed 
legislation to the program of the President, pending a review of the reeommenda- 
tions of the Commission on Intergovernmental Relations which it noted is study- 
ing the general question of Federal payments to State and local governments on 
account of federally owned property. 

Sincerely yours, 
H. V. Hiciey 


Administrator. 


FEDERAL PowER COMMISSION, 
Washington 25. February 26, 1954 
Hon. JosepH R. McCarruy, 
Chairman, Committee on Government Operations, 
United States Senate, Washington 25, D. C. 

DreaR Mr. CHAIRMAN: In response to your request there are enclosed four 
copies of a report by the Federal Power Commission on the bill S. 2473, to 
provide for payments to local taxing authorities. 

We have just been advised by the Budget Bureau that it has no objection to 
the submission of this report to your committee. However, the Commission on 
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Intergovernmental Relations is studying the general question of Federal pay- 
ments to State and local governments on account of federally owned property. 
Pending 2 review of the recommendations by that agency, the Budget Bureau is 
unable to advise as to the relationship of the proposed legislation to the program 
of the President. 
Sincerely yours, 
JEROME K. KUYKENDALL, 
Chairman. 


FEDERAL PowER CoMMIssION Report on S. 2473, 83p CoNGRESS 


A bill to provide for payments by the Federal Government to States or local taxing units adversely af- 
fected by Federal acquisition, ownership, or use of defense production facilities,to provide for the taxation 
of certain Federal properties, and for other purposes 


This bill is know as the ‘‘Act for payment to local taxing authorities’? and 
declares it to be the policy of the United States ‘“‘in carrying out the national 
program of military security and defense to avoid insofar as feasible the impair- 
ment of the finances of State and local governments through the acquisition, 
ownership, or use of any defense production facility by the Federal Government 
or through requirements for State or local governmental services arising directly 
from Federal ownership or use of any such facility.” 

Section 4 of the bill grants consent to State and local governments to tax any 
defense production facility acquired since June 30, 1950, by the Federal Govern- 
ment to protect its financial interest, or sold or leased by the Federal Government 
under an otherwise tax-exempt status, or one that was previously subject to 
taxation; or has been put in a tax-exempt status by transfer from one agency to 
another. No penalties, interest, or foreclosure procedure may, however, be 
brought against the Federal Government. 

Section 5 of the bill provides for payments in lieu of taxes on account of defense 
production facilities not subject to tax as provided in section 4. Payments shall 
be made annually with respect to any defense production facility acquired or 
constructed by the Federal Government since July 1, 1950, and the State and 
local governments shall be required to furnish such services to the facility as are 
furnished to other taxpayers. It is provided that the tax shall be levied on the 
fair value of the property, which value shall be redetermined not oftener than 
every 5 years. 

The term “defense production facility’”’ is defined as ‘“‘property (i) the title to 
which is in the Federal Government or which by reason of its use by the Federal 
Government is not subject to taxes of general application levied by local taxing 
units, and (ii) which is acquired, owned, or used for industrial or commercial 
purposes connected with national defense.’’ ‘Industrial or commercial’’ as used 
in describing the use of defense production facilities refers to ‘“‘activities involving 
primarily, or to properties the ownership or use of which involves primarily the 
process of mining, manufacture, fabrication, repair, generation of electrical energy, 
transportation, or any similar process, including storage within or on such prop- 
erty, or the sale or resale, rent, or lease of commodities or the sale of services, 
including storage within or on such property.” 

The Federal Power Commission is not charged with responsibility for adminis- 
tering any real or personal property coming within the provisions of this bill and 
consequently would not be a Federal agency required to make payments to States 
and local taxing units thereunder. However, under section 16 of the Federal 
Power Act (41 Stat. 1072; 16 U.S. C. 809), the United States has power to take 
over and operate any licensed hydroelectric project upon a written order of the 
President when necessary for the safety of the United States. 

The provisions of the bill requiring contributions in lieu of taxes with respect 
to defense production facilities would be reflected as increased cost of operation 
by the United States, a factor which should be considered by the Congress. 

The evaluation of projects for which contributions are to be made is also import- 
ant. Asa matter of principle, the bill should not permit the evaluation of Federal 
power projects upon the basis of their power site value, or going value. Such a 
limitation is one of the fundamental principles of the Federal Power Act as 
appears from section 14. The power site value or going value of Federal hydro- 
electric projects is dependent entirely upon the exercise of Federal authority by 
Congress, and the power development privilege should not enter into the valuation 
for purposes of tax contribution contemplated by the bill. It is accordingly 
recommended that section 5 (b) of the bill, which sets out the factors that are to 
enter into the determination of the amount of any contribution, be amended by 
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adding language to exclude consideration of such power site value in the same 
way as provided in section 14 of the Federal Power Act. 

Inasmuch as the bill would require contributions with respect to property which 
is either owned or used by the United States Government for defense purposes, it 
undoubtedly is intended to apply to all Federal properties used in the generation, 
transmission, or distribution of electric power, including Federal reservoir projects 
under the control of the Department of the Army pursuant to the Flood Control 
Act of 1944, particularly where part of the energy is used in defense work. Accord- 
ing to the Annual Report of the Department of the Interior for 1952 (p. 65), 130 
contracts for the sale of power were executed that year, and of the 26 contracts 
with other Federal agencies there were 14 with various Department of Defense 
agencies. Undoubtedly a considerable amount of the power disposed of to private 
utilities in turn supplies defense needs. 

Under section 5 of the Flood Control Act of 1944, rate schedules for the sale of 
electric power and energy by the Interior from Army flood-control projects become 
effective only upon confirmation and approval by the Federal Power Commission. 
The effect of S. 2473 would necessarily be to increase the cost of electric energy 
generated and sold from such multiple-purpose flood-control and power projects, 
because the Commission would be duty bound in considering the approval of rate 
schedules to allow the contributions payable under this bill as increased costs. 
This, however, would merely place such sales on an equal basis with other power 
sales without giving the preference inherent in tax exemption. 

The Commission recognizes that the legislative principle in S. 2473 primarily 
presents a question of policy for determination by the Congress. 

FEDERAL PowER COMMISSION, 
By JEROME K. KuYKENDALL, Chairman. 





TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., October 15, 1958. 
Hon. Joe McCarrtuy, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

Dear Senator McCartuy: This is in further response to your request for 
our comments on 8. 2473, a bill ‘to provide for payments by the Federal Govern- 
ment to States or local taxing units adversely affected by Federal acquisition, 
ownership, or use of defense production facilities, to provide for the taxation of 
certain Federal properties, and for other purposes.” 

We believe enactment of this bil would represent a definite contribution 
toward solution of the problem of tax replacement by the Federal Government. 
We have several questions and suggestions, however, with respect to particular 
provisions of the bill which I am setting out below: 

1. Subsections (c) and (d) of section 3, and subsection (e) of section 6, seem 
to us in combination to raise a serious problem of interpretation. Under see- 
tion 3 (ec), a “defense production facility” is defined to include property which, 
among other things, ‘is acquired, owned, or used for industrial or commercial 
purposes connected with national defense.’”’ Section 3 (d) defines ‘‘national 
defense”’ to mean “‘the operations or activities of the Armed Forces or any other 
Government department or ageney directly or indirectly and substantially 
concerned with the national defense * * *.”’ Section 6 (e) provides that whether 
particular property is to be deemed a defense production facility ‘‘shall ordi- 
narily be determined by the ownership of the property and the use to which it 
is put on the first day of the tax year of the State or local government concerned.” 
The problem which these provisions raise is illustrated by chemical facilities 
which TVA has constructed since June 30, 1950, at Wilson Dam. These facil- 
ities are part of an installation which is presently being used primarily for pro- 
duction of fertilizers, but which can be used primarily or wholly for production 
of munitions. We assume the intention of the bill is that these facilities shall 
be deemed defense production facilities for purposes of section 5 to the extent 
that, on the first day of the appropriate tax year, they are being used for pro- 
duction of munitions. However, since section 3 (d) defines ‘“‘national defense’’ 
to include the activities of any agency directly or indirectly and substantially 
concerned with the national defense, and since TVA and its operations and 
activities generally are so concerned, the provisions of the bill cited above might 
be construed as requiring that all chemical facilities installed by TVA since 
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June 30, 1950, be deemed national-defense facilities, regardless of whether they 
are being use, at the beginning of any tax year, to produce fertilizers or munitions. 

As a means of clarifying the situation, we suggest that subsection (d) of section 
3 be revised to read 

d) ‘National defense’ means operations or activities carried on by the Armed 

Forces or any other Government department or agency which are directly con- 
cerned with the national defense, or operations or activities in connection with 
the Mutual Defense Assistance Act of 1949, as amended.” 
and that the period on line 3, page 16, of the bill be changed to a semicolon and 
the following added immediately thereafter: 

if property is at such time used in part for purposes directly connected with the 
national defense and in part for activities not so connected, a portion of such 
property proportionate to the extent of its national defense use, as fixed by any 
measure reasonable and appropriate in the circumstances, shall be deemed a 
national defense facility.’’ 

2. The second sentence of subsection (e) of section 6, beginning on page 16, 
line 3, does not provide clearly for a situation where one Federal agency has 
custody of land and another Federal agency has custody of an improvement on 
such land. We presently have such a situation at Wilson Reservation, which is 
under TVA jurisdiction but on which the Department of Defense has constructed 
and administers a classified defense project. To provide for such a situation, we 
suggest the addition of another sentence at the end of the subsection reading: 

‘‘Where two or more Federal agencies administer property jointly, or where one 
administers land and another improvements located thereon, each such agency 
shall be responsible for making determinations and payments on account of that 
property, or part or proportionate part thereof, which it administers.”’ 

3. In section 3 (f) on page 4, line 24, we suggest insertion immediately after 
the word ‘‘transportation”’ of the words ‘“‘(not including navigation dams or the 
navigation portion of multiple-purpose dams).’’ We are not clear whether the 
intention wes to include or exclude such properties. We think they should be 
expressly excluded, not only because they serve the purposes of ordinary com- 
merce in addition to constituting national defense assets, but also because (a) they 
produce no revenue; and (b) they are of a type seldom constructed or operated by 
private enterprise, and on which, in any case, private enterprise is not taxed. 
With regard to the latter point, it is our understanding that in the few cases 
where private companies own and operate hydroelectric plants at dams which 
also contain navigation locks available for use by the general public—as in the 
case of the Keokuk Dam on the Mississippi River, and of Hales Bar Dam on the 
Tennessee Piver prior to its purchase by TVA—arrangements between the 
Federal Government and the power company normally provide for transfer of 
title to at least the lock to the Government. In any case, since a dam, like other 
property, is commonly assessed and taxed ad valorem on the basis of its earnings 
value, it would seem apparent that additional investment to provide navigation 
facilities for general public use would not be subject to taxation under private 
ownership and should not be subject to tax equivalent payments when owned by 
the Federal Government. 

1. While the point is not of Ccirect interest to TVA, the second sentence of 
section 4 (a), beginning on page 6, line 11, appears to us to conflict with the first 
sentence of section 6 (e) beginning on page 15, line 21. 

5. We note that while both sections 4 and 5 provide a cutoff date—July 1, 
1950—with respect to taxation of or payments on account of defense production 
facilities held by the Federal Government, ne such cutoff Cate appears to be pro- 
vided in subsection (b) of section 4 with respect to defense production facilities 
leased or conditionally sold by the Federal Government to taxable persons and 
not otherwise subject to State or local taxation. We do not know whether this 
difference in treatment was intentional or inadvertent. The absence of a cutoff 
date on leased or conditionally sold property would not raise serious problems 
so far as TVA is concerne”’, but might do so for other agencies. 

6. Section 5 (b) (6) provides for consideration, as one factor in determining 
payments to be made by the Federal Government, of the provision by the Feeral 
Government of any services or‘inarily provi’ed by a State or local government 
as measured by the unit cost to the applicant State or local government for rendering 
like services. This language makes no provision for a situation in which a State 
or local government does not provide a service, and the Federal Government 
does not Ceem that such service is necessary. To require a Federal payment in 
such case obviously would result in & windfall to the State or local government, 
We therefore suggest that section 5 (b) (6) be modified to read as follows: 
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(6) The (i) nonprovision by the applicant State or local government of 
services which it customarily provides, whether as a result of the Federal Govern- 
ment’s decision to provide such services itself as an incident to its activities, or 
for any other reason (the value of services not so provided to be measured by 
the unit cost to the applicant State or local government for like services, or by 
such other measure as may be reasonable in any partic ular case), or (ii provision 
by the Federal Government of financial assistance uncer the provisions of the act 
of September 23, 1950 (64 Stat. 967, 20 U. S. C. 251-280), as amended, or the act 
of September 30, 1950 (64 Stat. 1100, 20 U. S. C. 236-244), as amended, or the 
Defense Housing and Community Facilitie s and Services Act of 1951 (65 Stat. 
293, 42 U.S. C. 1591-1593e), as amended.” 

7. The second subparagraph of section 5 (b) (6), beginning on line 23, page 10, 
raises the question of whether financial assistance provided under the cited 
legislation to municipalities, school districts, and other local governmental units 
may be offset against payments otherwise due to States and counties within which 
such units are located. 

This report has been submitted to the Bureau of the Budget, which advises 
that it has no objection to submission of the report to your committee. 

Sincerely yours, 
GORDON R. Capp, 
Chairman of the Board. 


TENNESSEE VALLEY AUTHORITY, 
Knoxville, Tenn., June 2, 1954 
Hon. JosepaH R. McCarrny, 
Chairman, Committee on Government Operations, 
Senate Office Building, Washington, D. 

Dear SeNatToR McCarruy: This is in response to your letter of May 20, 1954, 
concerning 8. 2473 and H. R. 5605. 

H. R. 5605 would have little if any effect on our operations since we have not 
acquired, and do not anticipate acquiring in the future, any substantial amount of 
property by transfer from the agencies listed in the new section 702 (e) of the 
Federal Property and Administrative Services Act which would be added by 
section 2 of H. R. 5605. The only comment we have with neae to this bill 
relates to the possible desirability of deleting the proposed new section 703 of the 
Federal Property and Administrative Services Act and that aah of section 
702 (e) which defines the term “‘Government corporation’’ to include all Federal 
corporations which may be created in the future. As you know, creation of 
Federal corporations has been found desirable for numerous purposes, particu- 
larly in times of war or national emergency. It seems questionable to us whether 
an attempt should be made to fix in advance the tax status of property held by 
all such corporations which may hereafter be created 

With respect to S. 2473, we have no suggestions concerning this bill in addition 
to those contained in our letter to you of Oetober 15, 1953 

Under the circumstances, I do not believe appearance of a TVA representative 
at the hearings to be held on these two bills will be necessary. 

Sincerely yours, 
Harry A, Curtis, Director 


Senator Smiru. I should also like to include in the record a number 
of telegrams received by me with re “ ‘rence to the pending legislation. 
(T he telegrams refe rred to follow: 


PORTLAND, OrEG., June 1, 1954 
Senator MarGarer CHASE SMITH, 
Care, Senate Committee on Government Operations 
Washinaton D ( 

Regarding 8. 2473 providing for payment in lieu of taxes by Federal Govern- 
ment to municipalities adversely affected by acquisition, ownership or use of 
defense-production facilities. I urge favorable consideration to avoid impairment 
of finances of local governments and to avoid inequities among taxpayers. 

Frep L. PETERSON, 
Mayor, City of Portland, Ore: 
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Str. Louris, Mo., June 1, 1954. 
Senator MARGARET CHASE SMITH, 
Senate Committee on Government Operations: 
The St. Louis League of Municipalities representing 93 municipalities urges 
favorable consideration of bill 8. 2437. 
A. Ray Parker, President. 


Boston, Mass., May 28, 1954. 
Senator MARGARET CHASE SMITH, 
Care, Senate Committee on Government Operations: 

The nontaxable properties in the city of Boston are a burden on the city. 
Over one-third of all our properties are tax exempt, Strongly urge passage of 
S. 2473 

Joun B,. Hynes, 
Mayor of Boston. 


Kansas City, Mo., May 28, 1954. 
Hon. MARGARET CHASE SMITH, 
Senate Office Building, Washington, D. C.: 

Respectfully urge your favorable consideration Knowland-Taft bill S. 2473 
providing for payment in lieu of taxes by Federal Government to municipalities 
adversely affected by acquisition, ownership, or use of defense production facilities. 
Federal-State Governments have preempted to cities many sources of revenue. 
This proposed legislation would tend to ease financial plight. of many cities and 
is simple justice. 

Wiuiram E,. Kemp, 
Mayor of Kansas City, Mo., 
and President, American Municipal Association. 


—— 


Los ANGELEs, CaALir., June 1, 1954. 


, 
Hon. MARGARET CHASE SMITH, 
Senate Committee on Government Operations, 
Senate Office Building: 
Am heartily in favor 8S. 2473, Knowland-Taft bill providing for payment in 
lieu of taxes by Federal Government. Strongly urge favorable action. 


Norris Poutson, Mayor. 


San Dreco, Cauir., June 2, 1954. 
Hon. MARGARET CHASE SMITH, 
Chairman, Government Operations Subcommittee, 
Senate Office Building, Washington, D. C.: 
The city of San Diego respectfully requests your favorable consideration of 
S. 2473 and H. R. 5605. 
Joun D, Butirr, Mayor. 


ATLANTA, Ga., May 31, 1954. 
Senator MAkGARET CHASE SMITH, 
Senate Committee on Government Operations, 
Washington, D. C.: 

Our association representing the municipalities in Georgia sincerely trusts you 
will use your influence in the passage of 8S. 2473, the Knowland-Taft bill, providing 
for payment in lieu of taxes by the Federal Government to municipalities adversely 
affected by the acquisition, ownership, or use of defense production facilities. 

Grorcia MUNICIPAL ASSOCIATION, 
Zacu ARNOLD, Secretary. 
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BouLpER, Co.o., June 2, 195. 


— 


Senator MARGARET CHASE SMITH, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C.: 

Colorado Municipal League, the statewide association of cities and towns, 
approved 8S. 2473, and respectfully urges favorable committee consideration by 
the committee. 

Jay T. BELL, 
Executive Director, Colorado Municipal League. 





San Dieco, Cautr., June 2, 1954. 
Senator MARGARET CHASE SMITH, 
Chairman, Government Operations Subcommittee: 

San Diego County Board of Supervisors yesterday again urged enactment of 
effective in-lieu legislation. Favorable consideration of H. R. 5605 or S. 2473 
is strongly recommended and supported in Board’s resolution. 

T. M. Heae.anp, 
Chief Administrative Officer, County of San Diego. 





San Francisco, Cauir., June 2, 1954. 
Senator MarGArEeT CHASE SMITH, 
Senate Committee on Government Operations, 
Senate Office Buildina, Washington, D. C.: 
Understand that S. 2473 proposes to provide in-lieu payments on defense 
production facilities acquired by the United States after July 1, 1950. Local 
government must be self-supporting but the exemptions granted to vast Federal 
holdings impose a tremendously heavy burden on local taxpayers. It has long 
been my conviction that Federal holdings should contribute to the same extent 
as private holdings to the cost of local government. As I understand this bill, 
it is at least a first step toward tackling this important problem, and I urge your 
committee to recommend its passage to the Senate 


Russet, L. Woupen, 


Assessor, City and County of San Francisco. 


BERKELEY, CauiFr., June 2, 1954. 
Senator MARGARET CHASE SMITH, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

The League of California Cities joins with the American Municipal Association 
and other organizations representing local government urging your favorable con- 
sideration of 8S. 2473 providing for payment in lieu of taxes by the Federal Govern- 
ment on defense production facilities as defined in Senator Knowland’s bill. The 
cities of California have urged the adoption of similar legislation for many years 
and now hope that your committee will take appropriate measure to eliminate tax 
inequity. 

RIcHARD CARPENTER, 
Executive Director and General Counsel, League of California Cities. 


New York, N. Y., June 2, 1954. 
Hon. MARGARET CHASE SMITH, 
Senate Government Operations Committee, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR Situ: The city of New York urges the passage of Senate bill 
2473, which provides for payments by the Federal Government to States or 
local taxing units adversely affected by Federal acquisition or use of defense 
production facilities and for the taxation of certain Federal properties, ete. 

Presently, the States and local taxing units are deprived of valuable sources of 
tax income which they would otherwise have if the property taken over by the 
Federal Government continued to be privately owned and used. Since properties 
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used for defense generally house large-scale production facilities, the failure to 
pay taxes works a hardship on local taxing units and increases the burden on all 
other taxpayers in the community. Where additional services are required. 
such as police and fire protection, this increase is not insignificant. 

The bill provides that the Federal owning agency shall have the final determina- 
tion as to the amount of taxes to be paid upon the application of the taxing unit. 
It excludes, moreover, any defense production facility acquired by the Federal 
Government prior to July 1, 1950, and any defense production facility which 
under private Ownership would be exempt under the constitution or laws of the 
Stat Accordingly, the rights of the Federal Government are amply protected 
against any local excesses, 

While enactment of this bill would not produce substantial revenue to the city 
because of its specific limitations and the 1950 cutoff date, it does recognize 
the soundness of the principle that the Federal Government should make payment 
to local taxing units for the acquisition of property for Federal purposes. 

Ropert F. WAGNER, 
Mayor, City of Ne w York. 


Senator Smirx. The subcommittee will adjourn until tomorrow 
morning at 10 o’clock, when we hope to complete the hearings. 

(Whereupon, at 3:25 p.m., the subcommittee adjourned to meet to- 
morrow, Thursday, June 3, 1954, at 10 a. m.) 








PAYMENTS IN LIEU OF TAXES TO STATES OR LOCAL 
TAXING UNITS 


THURSDAY, JUNE 3, 1954 


Unitep STatTES SENATE, 
COMMITTEE ON GOVERNMENT OPERATIONS, 
SUBCOMMITTEE ON L&GISLATIVE PROGRAM, 
Washington, dD. G. 

The subcommittee met, pursuant to recess, at 10:45 a. m., in room 
357, Senate Office Building, Washington, D. C., Senator John F. 
Kennedy, presiding. 

Present: Senator John F. Kennedy, Democrat, Massachusetts. 

Present also: Walter L. Reynolds, chief clerk, and staff director, 
Committee on Government Operations; Ann M. Grickis, assistant 
chief clerk; Richard J. O’Melia, general counsel; Eli E. Nobleman, 
professional staff member. 

Senator Kennepy. The subcommittee will come to order. 

Is Governor Brucker here? 

Mr. Brucker. Yes. 

Senator Kennepy. You may proceed. I understand you have 
three supporting witnesses. 

Mr. Brucker. That is correct, sir. 

Senator KENNEDY. Do you want to proceed? 

Mr. Brucker. I will proceed and if it is all right with you, I should 
like to present them as their part comes into the matters involved. 

Senator KennEpY. That is fine. Go ahead. 


STATEMENT OF WILBER M. BRUCKER, GENERAL COUNSEL, DE- 
PARTMENT OF DEFENSE; ACCOMPANIED BY FRANK X. BROWN, 
ASSISTANT GENERAL COUNSEL; AND HARRY R. VAN CLEVE, 
ATTORNEY, DEPARTMENT OF DEFENSE 


Mr. Brucker. On the matter of the hearing of S. 2473 and H. R. 
5605 I will submit in due time a statement by the Secretary of the 
Army which is the action agency for the Department of Defense in 
connection with both bills. It is not here. I have a copy of it here, 
but the original of it is not here. I prefer to wait until it comes 
before presenting it, if that will be all right with you. 

Senator KenNepy. Yes. 

Mr. Brucker. And I will start with my own statement. 

In connection with S. 2473 and H. R. 5605, the Department of 
Defense is opposed to enactment of either or both of these measures at 
the present time. 

I would like to give a statement to the subcommittee as to the 
reasons for the opposition and then, if I could, I would like to file 
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some papers with the subcommittee for their consideration. Follow- 
ing the reasons for the opposition, which I would like to give first, just 
what the reasons are, I will then give a more detailed statement with 
respect to each of the reasons in opposition. 

The first reason for opposition, is based upon the principle of the 
sovereign’s immunity from taxation. 

The second reason is based upon the serious dissipation of the 
defense dollar. 

The third reason is based upon the complexity of the administration 
of either or both bills if enacted. 

The fourth reason is based upon the possibility of special relief in 
extraordinary cases. 

The fifth is a suggested amendment which might cover one phase of 
S. 2473 if that bill were otherwise to be considered wise from a policy 
standpoint. 

With respect to the first reason, which is fundamental, I may say to 
you, sir, that the law is very well settled, so well settled that the cita- 
tion of authority is almost needless, that the sovereign government is 
immune from taxation. In S. 2473, particularly section 4, this principle 
of sovereign immunity is completely waived. That principle, of 
course, having been inherent in our constitutional division of powers 
between the Federal and State governments, makes it particularly 
appropriate that I should state briefly to the subcommittee the reason 
for the sovereign immunity. 

Taxation is imposed by the sovereign on those upon whom the tax 
rests rather than having the tax imposed upon the sovereign by those 
taxed. ‘Taxation is a form of sovereignty and the taxing power gives 
the sovereign levying a tax a high degree of control over the activities 
that are related to it. So if the sovereign power is waived or banished 
from the Federal Government and is reposed in the States and the 
local governments, the Federal Government changes places and _ be- 
comes not the sovereign any longer, but the taxed. 

Of course, these things are fundamental, but we think we ought to 
point them out at the outset of any presentation, so the subcommittee 
may have the complete story and the other side of the mirror, or the 
other side of the coin, so to speak, of the arguments that have been 
made. 

The soundness of this principle of taxation has been established since 
the beginning of our Government over a century and three-quarters 
ago, and it has been before the Supreme Court many, many times, for 
instance, in McCulloch v. Maryland, the famous case which you un- 
doubtedly know, Van Brocklin v. Tennessee in 1886; and recently in 
1954, just 2 months ago, the Supreme Court of the United States 
decided Kern-Limerick v. Scurlock, in which it upheld the same princi- 
ples, which had there been attacked again. 

So the principle is in the law and “firmly imbedded there by the 
recognition of the Supreme Court of the United States and by all the 
lower Federal and State courts in the country. 

Now, | come to this statement with regard to that principal point. 
If S. 2473 were to be enacted, so far as I know and as far as I am able 
to find out, this would be the first law to abandon the sovereignty of 
the Federal Government to direct State taxation in cases where the 
property taxed is under the custody of a department or agency which 
is a direct arm of the Government itself. 
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Of course, we distinguish the Reconstruction Finance Corporation 
and other governmental corporations operated as business operations, 
because they have, as the courts have held, a status of making profits, 
being capitalized, having their property depreciated, and their em- 
ployees are subject to garnishment. All of the features of a private 
industry are applied to them. So when I speak of this principle of 
immunity, I am not speaking of the RFC or these agencies that have 
sprung up with broad business powers and which are treated as 
business agencies. I am now treating with the arms of the Govern- 
ment itself and never, as far as I can find, has there been a break in 
the dike where the sovereign immunity from taxation has been waived 
or abandoned. 

Further, if S. 2473 were to be enacted, so far as I know—and so far 
as I am able to find—it would be the first law ever to be enacted sub- 
jecting personal property of the Federal Government to direct State 
taxation. 

There have been bills before which allowed taxation of real prop- 
erty, but this is the first time that personal property would be subjected 
to direct taxation by local and State authorities. 

These are significant things because historically we are on the edge 
of something if this happens, and I should point out that there is 
involved not only a very serious concept of law, but also the relation- 
ship of the sovereign and the governed. 

Then with respect to H. R. 5605, which is the other bill which is 
before the subcommittee, H. R. 5605 is no more than piecemeal legisla- 
tion. It violates the principle of sovereign immunity set forth above, 
as I have stated. It also is contrary to the President’s veto message 
on 8S. 2570 of the 83d Congress and to Public Law 109 of the same 
Congress establishing the Commission on Intergovernmental Re- 
lations. 

In other words, H. R. 5605 does not address itself to a solution of 
the problem, it simply addresses itself to a very small piecemeal 
handling of it, and in no way can it be said to be other than a present 
alleviation at the very best. 

It does have some of the objectionable features of S. 2473 elimi- 
nated, but it still retains some of the very objectionable features that 
I have mentioned. 

The second main argument against and in opposition to these bills 
is the serious dissipation of the defense dollar. The budget figures 
testified to yesterday do not show the full impact of S. 2473, and that 
we propose to give you here. The figure representing the estimated 
value of personal property, $9,300 million, to which the budget repre- 
sentative applied the factor of 1 percent in order to estimate the total 
probable tax, was supplied to the Bureau by the Department of 
Defense. However, we possess recent figures derived from two test 
cases already in litigation in Michigan and Wisconsin and from a con- 
templated test case in California which indicate that a much higher 
factor must be applied to the personal property estimate of $9.3 billion 
in order to arrive at an accurate picture of the amount of personal 
property taxes the Department of Defense would pay annually if 

2473 were enacted. 

Let me digress just this moment to say this. In no sense is the 
representative of the Bureau of the Budget reprehensible nor has he 
misrepresented anything. He was with our group and talked about 
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this matter with us. But by reason of the short notice of these 
hearings there has not been sufficient time to clear this matter with 
him in our group before today’s hearing. We do not reflect at all 
upon what he said yesterday with reference to the 1 percent on per- 
sonal property and 1 to 1% percent on real property, except to say 
that these figures that we give you now were not discussed with him, 
and what he gave you was the best that he was able to get at that 
time. Our figures are based upon the same asssesed valuation, but 
with a different factor used to represent the tax rate. That is what 
I am now going to give you. 

We have here 3 specific instances, 2 of them court cases and another 
one headed for the Supreme Court of the United States eventually. 
So these are the best figures we can give you as to the amount of per- 
sonal property and the assessed rate of taxation. 

Let’s get this straight, may it please the subcommittee, that the 
representative of the Bureau of the Budget’s figures are correct as to 
the total of the assessed valuation; it is only as to the factor represent- 
ing the rate of taxation that we are now giving the difference. I make 
that point clear so we don’t reflect in any way adversely upon that 
testimony or that gentleman. 

In the first instance, in six selected defense contractors in Detroit 
and Wayne County, Mich., we have here the city and county tax 
rates and the amounts assessed for 1953. The first contractor is 
Continental Aviation & Engineering Corp. ‘The taxes assessed—this 
is not the assessed valuation, this is the taxes assessed—are $79,608 
by the city and $14,787 by the county. 

The Briggs Manufacturing Co., $197,076 by the city and $36,606 
by the county. 

The Willys Motor Co., $112,832 by the city, $20,958 by the county. 

The Murray Corporation of America, $164,896 by the city and 
$30,629 by the county. 

Hudson Motor Co., $192,000 by the city and $40,000 by the county. 

The Packard Motor Co.—only the 1952 figures are available— 
$127,329 by the city and $25,466 by the county. 

That makes a total of the city of $873,741 and for the county 
$168,446. 

These Michigan assessments are based on 90 percent of market 
value and a tax rate of 3.33 percent or approximately 3 percent of 
market value. 

That is Wayne County and Detroit, Mich. When that factor is 
adjusted for the 90 percent, as I say, of the total market value, it 
becomes three decimal and some plus figure, but closer to 3 percent 
of the market value. That case is now pending before the United 
States district court before Judge Thornton in the Federal Court 
Building in Detroit, and is awaiting adjudication on its merits. That 
case shows over a 3 percent factor on the personal property in the 6 
motor vehicle and parts companies there. 

The second instance is the tax assessed by Kenosha, Wis., on per- 
sonal property in a small Nash-Kelvinator plant for 1952 and 1953, 

In the year 1952 assessed valuation was $71,904. The tax was 
$3,106. 

In 1953 it jumped from $71,904 in assessed valuation to $4,011,300, 
and the tax that year jumped from $3,106 to $212,598. 
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These Wisconsin assessments are based on 80 percent of market 
value and a tax rate of 5.4 percent, but when adjusted for the 80 
percent of market value to the true value, the rate would be 4.2 
percent of market value as the tax rate in the Wisconsin case. That 
is likewise a matter of litigation now. 

We come now to property assessed in Los Angeles County, Calif., 
on approximately 10 percent of the Government-owned personal 
property in possession of defense contractors in the aircraft industry 
alone. That amounted to $6,450,000 for 1953. Under S. 2473 this 
tax would be assessed against all such personal property and would 
amount to $64,500,000. That would be for property in Los Angeles 
County alone. This tax is based on 45 percent of market value and 
a tax rate of approximately 6 percent, or approximately 2.7 of market 
value. 

There we have three illustrations in court cases or those that are in 
process. I know about the California matter because the California 
taxes have been paid. It is a fait accompli. It is not something that 
may happen. All of these cases have happened, and in each case the 
percentage factor representing the tax rate is in excess of 1 to 1% per- 
cent. It is 3 percent in Michigan. In Wisconsin it is 4.2. In Calif 
ornia, in Los Angeles County, it is 2.7 of market value. 

These figures show very clearly that the factor of 1 percent used by 
the Bureau of the Budget is something that must give way to the actual 
figures themselves if we are to make some sensible or realistic estimate 
of this situation. The basis of all of the figures used in these hearings 
by the Department of Defense representatives has been the very con- 
servative figure of 2 percent, as the factor to be used. 

Using that conservative 2 percent, upon the basis of the figures that 
I have given, your problem here is not $125 million annually, your 
problem is a conservative $220 million, just on the personal property. 
The real property, of course, is only about one-seventh of the personal 
property. The personal property is, of course, the load upon which 
this bill is going to operate. If it were real estate, it would be only 
$2 billion upon which it operates, but out of the $11 billion, $9 billion 
plus are involved in personal property. 

When we have pointed out these three illustrations that average 
well over 3 percent, we think that the 2 percent is a safe bet to give 
to this subcommittee so that you can have the best information we can 
furnish you as to what you may look forward to with respect to the 
total bill to the Government. 

That may not make any difference. The Congress may decide it 
is willing to spend $220 million, or $120 million, or $320 million, but 
we think you should have our estimates first in connection with the 
second argument here, the impact upon the appropriations for the 
Defense Department. 

Under that same heading I call to your attention the possibility 
of windfall. We are all experienced in taxation. I need not refer to 
my own very humble experience in that regard in the States, but I 
have followed the tax field for 30 years, and know something about 
the windfalls that come. We know about the windfall taxes in con- 
nection with the AAA years ago. Taxation is not a precise science, 
but taxation lends itself to things that sometimes are windfalls and 
makes the Government or the person affected, makes it seem very 
silly, and makes us ask why didn’t we think of this in advance? 
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There are windfalls involved in this bill in the possibility of what 
can happen, and I want before I am through in a few minutes here to 
refer to just a couple of the things that you have to guard against. 
After all, the job of the Senate committees and the Senate is just 
that. We can do the best we can to give you the information and 
point those things out, and then the responsibility is yours. 

Much has been said before this subcommittee about the few com- 
munities which have suffered, but nothing has been said about the 
windfalls that would come under this Senate bill No. 2473. 

Here are just a few samples: 

The Sunflower Ordnance Plant at Lawrence, Kans., and the Indiana 
Arsenal at Charlestown, Ind. 

[ would like, may it please the subcommittee, Mr. Chairman, if I 
might, just to digress and permit Mr. Brown, my associate here, who 
knows the figures about those two examples, to give you the possible 
windfall which might arise, so that you may have some information 
if vou decide that this is the bill you want, in order to guard against 
the things that make it look funny later on. 

Senator KENNEDY. Will you identify yourself, Mr. Brown? 

Mr. Brown. Yes, sir. 

Frank Brown, Assistant General Counsel of the Department of 
Defense. 

These are two examples of what can well happen under S. 2473 
if it were enacted into law. 

Lawrence, Kans., is a town of about 20,000 population in Kansas. 
Some 15 miles outside of the town is the Sunflower Ordnance Plant, 
a plant which produces powder for the Department of the Army. 
The total cost of Sunflower Ordnance Plant to the United States Gov- 
ernment is approximately $184 million. If the personal property 
in that plant were made taxable under S. 2473 and the land on which 
the plant is located were also made taxable, under the theory that the 
Government immunity from taxation should be abandoned, the plant 
would pay a large tax i at least several millions of dollars to the local 
community in that ares 

It would be aeaitahis beyond the ability of the community to 
absorb the amount of money that would be paid. 

As far as services are concerned, the plant has its own fire-fighting 
services and its own guard services. Actually it takes a relatively 
small number of people, in the hundreds, to run the plant. The val- 
uation of the plant is very high, but the number of persons that are 
employed to run the plant is relatively low, and that illustrates the 
difficulty of writing a general bill of this sort on an across-the-board 
proposition of subjecting Government property to taxation 

Senator KENNEDY. What do you consider the appropriate method 
for taxing that plant so the community would receive the funds that 
it should, but would not receive these extra funds which it might 
receive if the plant were taxed in the manner proposed by these bills? 

Mr. Brown. The benefits to the community from the Government 
plant have to be weighed against any proposition for taxation. If in 
the case we are discussing the benefits from the plant to that com- 
munity far outweigh any consideration of services to the plant, it 
would be obviously inequitable to apply against the tremendous 
valuation of that plant the local assessment rate. It would produce 
money beyond the ability of the community to absorb. 
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Senator KENNEDY. How do they figure the taxes in that community? 
Are you going on the assumption that this would be taxed by the 
community in the same manner as other similar plants in the com- 
munity? 

Mr. Brown. The tax is on an ad valorem basis. Under this bill 
that is before you, it would be the local tax rate that would apply. 
The Department of Defense would not be in a position, on the basis 
of the legislation in front of you, to challenge the ad valorem rate 
that is applied. The rate roughly in Kansas is approximately 2 
percent; applying it against the plant, it would produce about $4 
million in taxes. But if Lawrence, Kans., were a community such as 
was concerned yesterday in the testimony of various representatives 
who appeared before this subcommittee and was a special situation, 
there should be other methods of taking care of such comminities in 
the United States that have these extraordinary problems other than 
by writing a bill which makes the entire personal and real property 
of the Government subject to taxation. 

In other words, where you have cases as were presented to this com- 
mittee, of special circumstances like Adrian, Mich., and Stratford, 
Conn., and these other communities that were mentioned, the solution 
to the problem is not to make all of the Government properties taxable 
and completely overturn the relationships between the Federal sov- 
ereignty and the State sovereignty. The solution is to take care of 
the “special situation by grants where educational difficulties have 
arisen beyond the ability of the local community to absorb, or where 
there are a large number of employees, as was testified to in the 
Adrian, Mich., case. 

The solution of the problem is to make payments through the exist- 
ing mechanism or a liberalized mechanism, if necessary, of grants for 
se hools, or in extraordinary circumstances special grants, but the indi- 
vidual cases that go to show particular hardship are no justification 
for abandoning the entire principle of Federal immunity from taxation. 

Senator Kennepy. I don’t think that the Federal Government’s 
assistance to schools, which it has been giving for the last 4 or 5 years, 
would be of much help in those areas where there has been no sub- 
stantial increase in school population due to a new Federal plant, but 
property with high valuations has been taken off the city tax rolls. 

What is your solution to take care of those cases where the tradi- 
tional methods of giving relief would not be of assistance? 

Mr. Brucker. May I answer that just a little later? Would that 
be all right, sir? I would like to take that up. I have it in my out- 
line here and I promise you that I will answer it. 

Senator Kennepy. All right. 

Mr. Brucker. I would like to say this is an illustration from the 
old days of Greek mythology. The Senator will remember that in 
the old days there was a story of Procrustes, I think it was, who 
stood outside his castle at night and as wayfarers came by, he would 
offer them a bed and lodging and food for the night. Every one of 
them got the same bed. If he was too small for that bed, he was 
stretched out and his bones pulled until he fitted the bed. If he was 
too long for the bed, his bones were cut off at the end so he could 
still fit the bed. 

What we are trying to say is: Let’s fit the answer to the problem 
itself. Lawrence, Kans., and these other places that would have a 
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windfall are related very closely as the opposite side of some of these 
distress cases that have been talked about here and about which there 
is perhaps a great deal of equity. None of us in Government wants 
anything unfair done in the hope that it will equalize itself some way. 

We shouldn’t adopt a rule that makes a bed and stretches out in 
the one case to do injustice and cuts off in the other case to stifle 
that which they ought to get. We think that the rule is something 
that ought to come from a long, long study or at least a study that 
has been made for years and whic h is ripening and getting near the 
end, and that is the study of the Commission on Intergovernmental 
Relations. This tax problem is something that didn’t just happen in 
1954. There have been a lot of people that have struggled for this for 
years in State governments and a lot that are still anxious to get it 
settled, but the problem cannot settled by applying a rule of thumb 
that brings to one community auditoriums, swimming pools, and all 
sorts of things. The gentleman who testified in your absence—I 
would like to say to you what he said, and I want to be fair because 
he is not here—he was so careful that he assured the chairman that 
in his community he did not want to have money to build auditoriums 
and things of that kind, that they had real problems that were 
involved and the money should be applied to municipal uses. 

The fear that they might use the money to build auditoriums illus- 
trates the point that once they have the taxing power, they can do 
just that; there is no power on earth to stop them. 

Once these bills were passed and the power given and sovereignty 
waived, it is waived for every purpose, and the Federal Government 
has no right to say you cannot build this auditorium, you cannot have 
this windfall. 

You have to look at the problem after immunity is waived. It is 
appropriate to suggest this. No mention has been made here, at least 
| have heard none by the proponents of these bills, of the great bene- 
fits that have come to the local communities from having a defense 
facility near them. All I can say, sir, to you is this: Constantly the 
Defense Department is pleaded with and importuned day after day 
to please locate some plant in our town, please have this contract or 
this procurement lodged with us because we want the business, we 
want the employment, we want our people at work. We get that 
side of the picture consts antly. 

There is a pressure on us that is just tremendous. Now, we are 
not advertising that fact here when we say that this is the other side 
of that coin. There are problems that go with it and we recognize 
them. But S. 2473 doesn’t recognize that. It simply says that for 
every community, regardless, the taxing power is waived, irrespective 
of the great benefits that have been conferred. I don’t believe that 
there is anybody so unfair in local communities as not to admit will- 
ingly that they are greatly benefited by these defense-production 
facilities, along with these other things that they contend about it. 

So, as in the rule of condemnation of property you offset the bene- 
fits against the detriments, if you did this with respect to these bills 
with some formula that was found, it would be very much fairer for 
all concerned. 

Take for instance the settlement of this proposed Air Force Acad- 
emy. While that is not a defense production facility, it illustrates 
the fact that hundreds of towns in several States in this country are 
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at this moment eager to find out what the committee of three is going 
to decide. They would give anything they could to get the Academy 
in their State. It is the same thing in regard to the defense facilities 
We all want them in our different States. I call your attention to 
the fact that that should be thought about. I am simply saying 
some of these things because I know the care with which the com- 
mittee goes over the record and the showing of the different parties 
to see that each portion of the argument is supported either by an 
amendment or by consideration by the committee. All of these 
things are germane. 

If there were full mobilization production, it would so vastly 
intensify both the cost to the Federal Government and the windfalls 
to the community that it would simply be stupendous. Take 
Kenosha, for instance, as an example. I gave you the figures. In 
1 year their tax was $3,000, but the next year, it was over $212,000. 
The assessment went from $71,000 to $4 million in 1 year. 

Undoubtedly there was something that caused that increase, but 
the case of Kenosha shows the increase that comes and the way in 
which it quickly becomes something that gets into the nature of a 
great lavish windfall in some cases. 

I don’t say there would be windfalls in Kenosha, but its example 
shows how an increase in production affects the tax base, and how a 
personal property tax as distinguished from a real property tax 
against the property involved in full wartime production would 
increase disproportionately, since real property would simply have 
additions which would be very small. Personal property upon which 
the tax would be based would become double and quadruple and 
sometimes tenfold, and, of course, so would the tax along with it 

I have said also—and I want to repeat the third argument bere 
just as a statement of it—that we would have to have a complex 
administration. May I just pause long enough to say this. I under- 
stand there are several thousand counties in the United States. I 
understand there are over 6,000 counties. I may be in error about 
it. But there are several thousand counties. In addition to that 
there are, of course, many thousands of townships. There are many 
thousands of school districts. There are several hundred irrigation 
districts, levy districts, water districts, districts such as the Chicago 
Drainage Canal District, conservation districts, and all sorts of con- 
ceivable districts. 

Section 3 (i) of S. 2473 says: “ ‘Local government’ or ‘local taxing 
unit’ means any county, city, municipality, or other political sub- 
division or public entity of any State having authority under State 
laws to levy and collect taxes upon real or tangible personal property. 

I call your attention to the breadth of the scope of that language 
and to the possibilities for double and treble and any other type of 
taxation that everybody could think of in order to take a sock at the 
same thing; namely, the State, the county, the schools districts, the 
cities, the townships, the irrigation districts would all tax the Federal 
Government. Since a defense production facility may be taxed every 
year by the authority of any one or all of these agencies or subagencies 
of government, I call your attention to the complexity of the adminis- 
tration which would be created. How would you police or discipline 
or handle the more than 10,000 taxing agencies? I think that is a con- 


ce 











116 PAYMENTS IN LIEU OF TAXES 


servative figure. How would you handle or administer 10,000 taxing 
agencies or more? 

You would have to have a vast staff to do it here in Washington or 
elsewhere. You would have to have property management. The 
Government would have to have valuation experts. There would be 
an increase in costs and overhead in all sorts of Government agencies 
to do it. 

As a matter of fact, a division of the Department of Defense or of 
some other department of the Government would have to be especially 
created 

At the present time the defense management is trying to reduce over- 
head, to put defense dollars into the end product. 5S. 2473 and H. R. 
5605 would reverse the process completely, if we were made to put 
millions of dollars in tax administration. 

There is no more complicated branch of Government than assess- 
ments, valuations, the application of tax law, the procedure, the con- 
test of assessments, the appeals, the time consuming and myriad local 
rules and procedures. 

And don’t forget this: In this business the Government has no voice. 
Who is the assessing officer after all? That is all lodged strictly in the 
electors of the local government, with all the implications that are 
involved. 

I don’t want to go into that except to say to the committee this: 
Think well of giving 10,000 tax assessors complete right with perfect 
immunity to place the Government upon the tax rolls at any figure 
that they might see fit, with only the right in the end that we must 
have enough of a staff somewhere in Washington or elsewhere built up 
to counteract and to watch the assessments. 

Then, of course, there is multitudinous litigation that might result. 
Then there is the question of the Federal and local taxing authorities 
in disputes which cause ill feelings. We don’t want that. How 
much better it would be if the sovereign itself made payments under 
some formula carefully arranged by either the wisdom of this commit- 
tee or by the Commission on Intergovernmental Relations, which was 
the reason it was originally formed; I think that was one of the pur- 
poses that they had in mind. How can you have a decision on inter- 
governmental relations that is more sensitive to the pocket nerve 
than the matter of finances? Finances are the basic relation between 
the State, Federal, and local governments. It is the thing that makes 
rovernment go. Since 8S. 2473 is so basic, the tax relationship of the 
Federal, State, and local governments must be considered, or it will 
be out of kilter or done out of time. Think what the problem is going 
to be and the complexity of the load that will be thrown upon the 
Government to meet and cope with, and the disputes that will arise 
between our localities and our Government, unless we have a formula 
or some basis on which payments could be approached, done in the 
unity with which Americans ought to work. 

With respect to special relief in extraordinary cases—that is No. 4 
on our list of reasons —for those communities that are entitled or may 
be entitled to special relief because of extraordinary circumstances, 
the remedy is not to subject the Federal Government to State and 
local taxes and broadly open the door and breach the dike, but to 
provide for Federal payments to such communities on this formula 
basis that I have been speaking about. 
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For the consideration of this subcommittee we suggest this: First, 
there might be transitional payments on a diminishing scale where there 
is a readjustment to be made during a transitional period, and that 
can be very easily done. Second, increased Federal aids from Fed- 
eral statutes designed to meet particular needs. An example of that 
is the act to provide financial assistance to areas affected by Federal 
activities, Public Law 874 of the 8ist Congress. Third, the payment 
of grants to ease the burden of extraordinary expenses caused by Fed- 
eral ownership, such payments to be diminished by consideration of 
benefits to the local community arising from Federal ownership and 
by any community services that are provided by the Federal Gov- 
ernment. 

I did say when I got to this place 1 would have answered Senator 
Kennedy’s question. 

Senator Kennepy. What was your second method of dealing with 
these particular cases? 

Mr. Brucker. The second method is increased Federal aid through 
the Federal statutes designed to meet the particular need. As an 
example of that I gave you, sir, Public Law 874 of the 81st Congress. 

Mr. Brown. That is the school legislation that you are familiar 
with. 

Mr. Brucker. Mr. Brown has the facts about that. Unfortunately 
I do not. That is why I wanted him to utter that. 

Senator Kennepy. In the school program it was reasonably easy 
to develop a formula based upon the number of children brought to 
the school system by the particular Federal project. Perhaps relief 
could therefore be given to those school districts. Referring to the 
problem before the committee, I do not know how you would work 
out a formula which would apply generally throughout the country 
that would take care of these emergency conditions and not result ix 
the abuses which Mr. Brown described in his example in Kansas. 
Would you please give me a little more detail on your suggested 
formula? 

Mr. Brucker. I have no formula here with an equal sign or a 
formula that says what you shall do in A over B, or anything of 
that kind. Of course, it is recognized that the Commission on 
Intergovernmental Relations was set up to find out whether there 
are formulas that can apply to all equitable situations or whether an 
index to it may have to be added each time. 

All I can say to you, sir, is this: The way not to do it is to give a 
blanket freedom to tax. The way to do it is to approach the specific 
problem. Maybe the first formula that might be placed may be 
wrong, but at least the formula could then be adjusted to meet the 
problem or to weigh it on either side. But to start out with the 
banishment of the immunity is the opposite of that. 

S. 2473 doesn’t give any formula except to say that the local 
people shall assess based upon the tremendous amount of whatever 
the Government is doing. 

Let’s see how far-reaching the banishing of this immunity is. It 
would seemingly apply to inventories in connection with a defense 
production facility until the inventory was finally physically sepa- 
rated from the place where it has been manufactured and was shipped 
out. At least that would be the claim or contention under S. 2473, 
and it would be a logical contention. If that contention were to 
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succeed, billions of dollars of things would be subject to local taxes, 
unless the Government saw fit to move them to some other place, 
which would be absurd—to have the Government moving defense 
products in order to avoid taxes or change tax rules. 

How easy it would be if some formula could be adopted that 
simply addressed itself to the problem of what is meant by inventory 
and what kind of inventories. 

An example of the inequities of a blanket solution such as S. 2473 
is the windfall to the Lawrence, Kans., ordnance plant, which has 
few emplovees relative to tool plants and automobile and truck plants 
in Detroit, where there is a large number of employees. And yet the 
same rule would apply to all. 

My fifth point is a suggested amendment. If the committee 
wanted to have a suggested amendment passed up with respect to 
S. 2473, which at least would approach the tax problem from the 
standpoint of keeping the control in Congress, we suggest this amend- 
ment. We think, if the committee should approve 5. 2473, we think, 
sir, that the taxpayments made ought not to get outside of the juris- 
diction and control of Congress, that Congress ought to be the one 
to regulate the payments. 

For instance, by parity of reasoning I call your attention to the 
appropriation act that has to do with claims. You are all familiar 
with the claims against the Government. Under the subheading of 
claims the Congress keeps control of the matter of claims, and this 
is the same as that in some respects, because this is a claim for tax 
moneys or money in lieu of taxation. 

Under the heading of ‘Claims’ Congress keeps the control by 
saving it will appropriate each year the amount which is necessary 
to care for that problem. 

Under our suggested amendment, if we take its language and apply 
it at page 16, line 8, section 6, subsection (f), we would delete the 
follow ing: 

Funds and appropriations available to the owning agency for the activities 
for which the property is held or used shall be available for payments under this 
Act 

This is a compulsion. This is an order. Mandamus would lie 
against an officer to do it. The Congress would have no control 
over payments after this language became law, even as to the amount, 
which might go to a billion dollars. Nobody says it does, nor will it 
go as low as 100 million. But we think it will go over 200 million at 
least. Certainly Congress ought to keep control of it. 

We would insert in lieu thereof the following: 

There are hereby authorized to be appropriated such sums as may be neces- 
sary to enable the Director and the Federal owning agencies to carry out the 
provisions of this Act, including payments authorized hereunder. 

Then at page 17, line 1, delete subsection (g), and at line 5, change 
(h) to (g). 

We are not doing violence to the language, because the language 
that we are adding is the language that occurs right in the act. It 
is under (g). We are lifting that language and inserting it ahead of 
that in subsection (f), so instead of Congress losing control, Congress 
keeps control of the amount which in any instance will be appro- 
priated for the payments. That is the only control that, after all, 
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counts because after the purse strings have been loosened, Congress 
has lost its control over it. 

I might, of course, go on making pleas here with respect to the effect 
on our budget in fiscal 1954-55. That command to pay local taxes 
if S. 2473 were passed would be an instant command. Any school 
district that changed its assessment date to coincide with the date the 
day after the enactment of this bill, would immediately be entitled to 
a ripened tax. All of the budget appropriations that have been now 
made for specific purposes or will have been made by this Congress 
would be diverted to the tune of maybe $220 million or more to State 
and local taxes. This money would come out of appropriations that 
are now earmarked for certain things, and over which this Congress 
should keep control by keeping some provision in any tax bill to 
formulate its own methods of making the localities make a showing of 
need before Congress permits any diversion for State and local taxes 
from an appropriation. 

I think I have just a few more things to say, and then I want to 
turn it over. You have been very kind. 

Senator Kennepy. I would like to ask you a further question. 
Yesterday an example was given—I don’t know whether you are 
familiar with it—of the Adrian Co. of Michigan. 

Mr. Brucker. Yes; that is right. 

Senator KENNEDY. Adrian may or may not fall within the category 
you described. Could you tell me how your formula would work to 
deal with this situation if, as stated, the facts indicate, it is a very 
pre ssing case? 

How would the formula you suggested be applied in special cases 
such as that of Adrian? How would it work? 

Mr. Brucker. Mr. Brown knows about the circumstances there. 
It is not because Adrian happens to be in my own State that I duck 
it, because I know they have a situation there, and I wouldn’t for 
anything do that, but Mr. Brown is acquainted with the details. 

Mr. Brown. Senator, Adrian has made certain expenditures which 
were caused by the location of that particular plant in Adrian. Leavy- 
ing the fact that the city of Adrian wanted the plant there in the first 
place entirely to one side and just considering the expenditures it 
made because the plant was located there, they fall into certain 
categories, as the mayor testified. 

They testified as to a fire truck they had to buy because the plant 
is 6 stories high and the normal city fire-fighting equipment went up 
4 stories. They had to buy special fire-fighting equipment. 

Senator Kennepy. In addition to special expenditures which they 
made, starting in 1952, there was a substantial cut in the amount of 
money that was turned over to the ¢ ity from this property. 

Mr. Brown. No, sir. What happened there is quite simple. The 
property was an RFC plant. It was built under the RFC Act, and 
under that statute it was subject to State taxation when the RFC 
owned it and had legal title to it, and it paid the taxes on it. The 
RFC declared it surplus to the War Assets Administration. Eventu- 
ally it was transferred by an interim permit to the Air Forces. The 
Air Forces being a part of an executive department of the United 
States Government, had no authesity to pay taxes. So therefore 
they had to notify the city of Adrian that there would be from the 
time the Air Forces assumed jurisdiction over the property no further 
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taxes. That cut off the taxes on the plant as far as Adrian was 
concerned. 

Senator Kennepy. Therefore, the city of Adrian, in addition to 
making special expenditures necessitated by the location of the plant 
in Adrian also received much less tax money from its total assessed 
valuation in the city because this particular plant was taken off the 
tax roll. Thus there were two penalties against Adrian. 

Mr. Brown. That is true. There is a situation in some communi- 
ties such as Adrian, which is a relatively small community, and has a 
large plant which may represent a high proportion of the valuation of 
the city area. 

Senator Kennepy. How would your formula deal with that case? 
I don’t know whether Adrian would properly fall within its coverage. 
Let’s go on the assumption it does. Assuming it would be an emer- 
gency case, how would your formula deal with it? 

Mr. Brown. To begin with, Senator, what we are proposing here 
is not a formula to take the place of this legislation. Let me just for 
one second very briefly say this: We feel this is a problem before the 
Commission on Intergovernmental Relations. We feel that is why 
the Commission was created. We feel they have experts. We feel 
it is up to them to devise the formula. But answering your question, 
it is possible to divide the hardship in Adrain into certain categories 
extra fire service, extra police service, extra paving, highway service, 
extra schools, pe rhaps. We feel that it is possible to enact legislation 
which can recognize those categories and provide a payment in cases 
in which we need relief to the city or to the communities in various 
categories in which the city has made expenditures. 

Senator Kennepy. I can see how you might work out a formula 
which would take care of increased expenditures caused to the city 
by the location of the plant. How would the formula deal with the 
loss to the community of the taxes on that property? 

Mr. Brown. An element of loss can be included where it is clear 
that there is no benefit to the community at all from location of the 
plant there. But to subject the property of the Government across 
the board to taxation is to put the Government in the position of a 
private company, which is going to shop around for a favorable tax 
basis and a favorable tax rate as an element of cost in the operation of 
the Government plant itself. 

Senator Kennepy. I don’t want to prolong this, but in this one 
case you have a plant which paid taxes for 8 or 10 years and then was 
transferred to the Air Force. 

There is no evidence in the testimony that the community gained 
by that transfer inasmuch as the plant was already in existence. 
Assuming that the community as a result of the transfer did not have 
to make increased cost payments for fire and schools and any of those 
other services, how would your suggestion take care of a case where 
without any real benefit to the community a substantial piece of 
property was take n off the assessed valuation rolls? 

Mr. Brown. If, Senator, you can find me a community in which 
there was no gain to it by having the plant there 

Senator Kennepy. We are not talking about the plant, we are 
talking about the transfer of the property from the RFC to the Air 
Force, the tax payments having been lessened. ‘There is no evidence 
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in this testimony that the community gained proportionately from 
the transfer from RFC to the Air Forces. 

Mr. Brown. Yes, sir. The community very definitely gained by 
the transfer. When the RFC declared the property excess it was 
declared excess for sale. The fact was it was not possible to sell it 
at a figure back in 1946 and 1947 and it was then taken over by the 
Air Force on an interim permit basis probably, let’s see, in 1948. It 
was taken over by the Air Force on an interim permit basis. It is 
true there was a national security clause on the plant which required 
that the plant be kept intact and not [be dismantled, and so forth. 
But that plant was offered for sale and adequate bids were not re- 
ceived, so the Air Force in putting a lessee in the plant was keeping 
employment up in the city of Adrian or else the plant would have 
been idle if the Air Forces had not seen fit to lease the plant. It would 
have been an idle plant under those circumstances. 

To answer your specific question, Senator, which has not yet been 
answered, namely, where there is an actual tax loss how do you make 
the tax loss whole to the community, you have only very few cases 
of that nature. They all have to be RFC cases where taxes were 
paid by RFC, and if Congress and this committee desires a flat 
payment to take care of that kind of a situation, certainly it would 
be much better to have such a flat payment in those cases than to 
subject Government property to taxation across the board. 

Senator Kennepy. Are you familiar with ihe General Electric plant 
in Everett, Mass.? 

Mr. Brown. Is that North Grafton? 

Senator Kennepy. No, it is in Everett, where General Electric 
operates the plant for the Air Forces.' 

Mr. Brown. As a lessee? 

Senator Kennepy. I believe that is correct. 

Mr. Brown. No, sir, I am not familiar with it, but there is an 
Air Force representative here who may be. (A jletter subsequently 
submitted by the Department of the Air Force appears on p. 152.) 

Senator Kennepy. I believe we had better continue. Will you go 
on, Governor Brucker? 

Mr. Brucker. Thank you, very much. 

May I just make this comment on that before going to the next 
point? We don’t propose, Senator, nor do we want to pose here as 
having, some A-plus-B formula to present to you. If the Commission 
on Intergovernmental Relations after months has not yet been able to 
come up with it, we who are not studying that subject except as we 
bring it to the committee, have not had and cannot give you at this 
time any detailed formula. All we can say is that it must be weighted 
by indexes of equities, and it cannot be done on an overall basis, treat- 
ing them all the same way to make them all lie in the same bed. 

Until that Commission on Intergovernmental Relations has really 
given the study to this thing that it should have, our position is that 
Congress might well wait. Of course we know of the action taken on 
March 31 by your full committee, from the statement appearing in the 
Daily Digest of the Congressional Record, with reference to post- 
ponement of contemplated hearings on S. 2473 and 5. 788, until the 
recommendations were received from that Commission. We know of 
things that happened since then. We know you are considering now 


1 See letter from mayor, Everett, Mass. p. 146. 








122 PAYMENTS IN LIEU OF TAXES 

going ahead. We want to call your attention to the statement that 

was made yesterday about the President by inference, acceding to the 

principle here. 1 do not read the veto message on the Lowry Air Force 

Base of out 15, 1953, that way. I have here the Congressional 

Record, Appendix 5744, dated August 28, 1953, in which it is printed. 
After a discussion of the immunity principles, the President winds 

up by saying this: 

The basic question underiving the enrolled bill—H. R. 2750—is whether the 


Federal Government should adhere to its constitutional tax immunity or should 
forego it in this particular instance and possibly in other cases. Since this involves 


the question of modifying a long-established policy, I believe that it should be 
decided broadly and deliberately, rather than through a succession of piecemeal 
decisions on individual requests. Moreover, I believe such a decision can best be 


reached in the light of the general suggestions which will be derived from the work 
of the Commission on Intergovernmental Relations. 

It was on that basis that the President of the United States vetoed 
H. R. 5270 and said that we hadn’t gotten to the place yet where, 
in his judgme 4 that bill should be passed. 

I want just briefly to give you the concluding facts. These have 
been compiled as cost estimates, and the Army, Navy, and Air Force 
representatives are here for the purposes of supplementing them 
briefly. 

Ninety-eight percent of the gross cost that was computed by the 
Bureau of the Budget, 98 percent of the total, falls upon the Depart- 
ment of Defense. So when we are talking about this problem, we 
are the corpus delicti. 

As far as the 98 percent is concerned, the Department of Defense’s 
total property involved is $11,271,655,000. 

The real property is $1,534,498,000, and the personal property is 
$9 737,157,000. 

That is exactly the same figure that was given by the Bureau of 
the Budget for its grand total except with this sole difference. In 
the subtotals, $800,000 is higher on personalty and the same amount 
lower on realty because of an adjustment of that classification by the 
Navy under section 5 property. So the total given by the Bureau 
of the Budget in its testimony is exactly the same as ours upon the 
basis of the total of the assessed valuation and the division between 
real and personal property. In other words, it is in a ratio of nearly 
9 to 1 personal property to real property, and of the total Defense has 
98 percent. 

The Department of Defense payments would total $229,902,000 
based upon fiscal 1954. That is based on the exact figures as near as 
we can get them. That includes $4,402,000 of administrative expenses, 
which is calculated upon the basis of the regular formula used by the 
armed services in calculating administrative expense. So when you 
subtract $4,402,000 of administrative expense from the $229,902,000, 
you have a net of $225 million as the basis. 

Upon the basis of the tax rate of a conservative amount of 2 percent, 
it is easy to compute what that total is. We have used this amount 
in computing what section 4 (a) of the bill, S. 2473, would produce. 
Under 4 (a), the tax base would be $4,855,810,000, with a tax of 
$97,116,000. 

Under section 4 (b) the tax base would be $626,695,000, with tax 
of $12,534,000. 
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Under 4 (c) (1) the tax base would be $216,218,000, and the tax 
would be $4,325,000. 
Under section 4 (c) (2) of the bill the tax base would be $13,135,000, 
and the tax would be $263,000 
Under section 5, the payments in lieu of taxes on defense production 
properties acquired or constructed by the Federal Government sub- 
sequent to July 1, 1950, and not subject to taxation under section 
4, the tax base would be $5,559,797,000, and the tax would be 
$111.195,000. 
Thus we arrive at a total figure that I gave you here of $229,902,000, 
including the $4,402,000 of administrative expense 
Now may I sav also just this with respect to these figures, the 
representatives of the military services are here, and they will answer 
any questions that vou, sir, would like to have them answer, and then 
I would like to say just a word in conelusion, if | may 
Is that possible, sir? 
Senator Kennepy. That may be done. 
Mr. Brucker. I would like to introduce Mr. C. E. Ammons of the 
Army, who will make his statement on behalf of the Army 
7 Senator KeENNEDY. What estimates are available as to the value of 
the property now being held by the Department of Defense, which is 
excess to its actual need which might be declared surplus and returned 
to local taxation with appropriate provisions for Federal acquisition 
in the case of emergency? 
Mr. Brucker. | don’t have that figure here, sir. It is possible to 
get that. May I get that and insert that in the record? 
Senator KenNepy. Certainly. 
(The information requested follows:) 
GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 
Washington 25, D. C., June 11, 1954. 


Hon. MARGARET CHASE SMITH, 
United States Senate. 

DEAR SENATOR SmitH: During the testimony before your subcommittee on 
June 3, 1954, on S. 2473 and H. R. 5605, Senator Kennedy asked the following 
question of me: 

‘‘What estimates are available as to the value of property now being held by the 
Department of Defense, which is excess to its actual needs, which might be de- 

| clared as surplus and returned to local taxation, with appropriate provisions for 
Federal acquisition in case of an emergency?” 

In answer to that question I am happy to be able to give you the following 
information as to the real property which is now excess, or will be excess within 
the near future, to the requirements of the military departments: 


,, |Cost of land and 
| Acreage improvements 
Army... 62, 248 $23, 206, 474 
Navy 13, 400 16, 060, 000 
Air Force--. 228, Y84 24, 065, 845 
| z 
Total_- 304, 632 63, 272, 319 


oetatioae ee oe ehaceie ieeionte aad 
Sincerely yours, 
Wiser M. Brocker, 
General Counsel. 


Senator KENNEDY. Will you proceed, Mr. Ammons? 


48123—54-—_9 
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STATEMENT OF C. E. AMMONS, OFFICE OF THE ASSISTANT CHIEF 
OF STAFF, G-4, DEPARTMENT OF THE ARMY 


Mr. Ammons. I am C. E. Ammons, Office of the Assistant Chief of 
Staff, G-4, Department of the Army. 

The Department of the Army in arriving at its estimates of the 
fiscal impact of enactment of S. 2473 used the same general criteria 
already discussed by the general counsel of the Department of Defense. 
Similarly an overall tax rate of 2 percent was used in arriving at the 
estimated tax. An itemized breakdown of the estimates as to sections 
4 and 5 of the bill is set forth in the attached form. 

Total property of the Department of the Army involved in S. 2473 
amounts to $2,583,587 ,000, consisting of pe ‘rsonal property amounting 
to $1,700,600, ‘000 and real property amounting to $882,987,000. 
Using the overall tax rate, for both real and personal property, of 2 
percent, the total cost for the Department of the Army for fiscal year 
1954 is estimated to be $51,672,000; in addition, it is estimated that the 
cost of administering the bill would be approximately $1,820,000, 
making a grand total of $53,492,000. 

As to pe rsonal property, the total tax for fiscal year 1954 is estimated 
at $12,843,000 for sec tion 4 (a) and $21,169, 000 for section 5, a total 
of $34,012,000. This estimate was computed using a tax base of 
$642,150,000 for section 4 (a), involving 621 advance and progress 
payment accounts, and $1,058,450,000 for section 5. The personal 
property consists of materials, components, and goods in process. It 
does not, however, reflect a situation of combat vehicles, for example, 
which might be completed according to original plan and accepted 
but still being retained at the manufacturer’s plant awaiting modifi- 
cation. If such items are considered goods in process, the tax bill for 
the Department of the Army could conceivably be increased on the 
T—48 tank alone by $7 million. 

Real property estimates include the cost of land, construction, 
installed production machinery and equipment. The total tax for 
fiscal year 1954 for real property is estimated at $17,669,000, computed 
as indicated immediately below. An estimated 21 properties, wholly 
or partially leased by the Department of the Army to private parties, 
are included under section 4 (b). The leased portions of these prop- 
erties have an estimated acquisition cost of $209,195,000. Section 
4 (c) (1) pertains to nine properties previously owned by other Gov- 
ernment agencies which were subject to tax while under the jurisdic- 
tion of such agencies. Total value of these properties at time of 
transfer was estimated at $153,192,000. No property of the Depart- 
ment of the Army is considered to be involved under section 4 (c) (2). 
Approximately 92 properties, with an estimated acquisition cost of 
$520,600,000 are involved in section 5. 

The cost of administering the bill, estimated at approximately 
$1,820,000, was arrived at by using a rate of approximately 1 percent 
of the tax pertaining to real property and a rate of 5 percent of 
the tax pertaining to personal property. This estimate was based 
on the premise that the determination of personal property liable to 
tax or payments in lieu of taxes will be more complex and costly than 
that pertaining to real property. Illustrative of this is the fact that 
the De partment of the Army has materials, components, and goods 
in process in at least 419 private plants, representing prime contrac- 
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tors, who may have scattered part of such property to several tiers of 
subcontractors in different States. 

Mr. Brucker. There is a table attached to it. 

Mr. Ammons. There is a table attached to the statement which I 
believe you have, sir. 

Senator Kennepy. That will be made part of the record. 

(The table referred to follows: ) 


Department of the Army estimated expenditures under 8S. 2473 in the fiscal year 1954, 
assuming enactment on June 30, 1958—Cutoff date, J une 380, 1950 


Properties, esti- 
’ mated 
Basis of payment : 


Number Value 


Sec. 4: Property taxes on defense production facilities: 
(a) Properties acquired since June 30, 1950, to protect Government’s 


financial interest Thousands 
Real estate, including improvements_- 
Personal property $12, 843 2 621 $642, 150 
(b) Properties leased or sold by conditional sak 
Real estate, including improvements 4,184 21 209, 195 


Personal property 
(c) (1) Properties subject to tax since June 30, 1950 
Real estate, including improvements 3, 064 ) 153, 192 
Personal property 
(c) (2) Properties subject to tax since June 30, 1953, and subse- 
quently transferred 
Real estate, including improvements 
Personal property 


Total, taxes under Sec. 4 20, 091 651 | 1,004, 537 


Sec. 5: Administratively determined payments on tax-exempt defense 
production facilities (using cutoff date of June 30, 1950 


Real estate, including improvements ; 10, 412 92 520, 600 
Personal property 21, 169 2616 | 1, 058, 450 
| 
Total payments under sec. 5 é — 51, 672 2, 583, 587 
SAI TEGANG CHD ono sinirdisnd ph cenasdaicds commen 1, 820 _.| ee 
OR irdkectunn = Janentbdeeuee 53, 492 | pe 2, 588, 587 


1 Based on tax rate of 2 percent 
2 Number of locations at which such property might be the subject of payments, 


Senator Kennepy. Thank you very much. 
Mr. Brucker. May I call Captain Lacey next? 
Senator Kennepy. You may proceed, Captain. 


STATEMENT OF CAPT. H. R. LACEY, CEC, USN (RETIRED), OFFICE 
OF NAVAL MATERIAL, HEAD, FACILITIES BRANCH, PRODUC- 
TION DIVISION, DEPARTMENT OF THE NAVY 


Captain Lacey. I am Capt. H. R. Lacey, CEC, USN (retired), on 
duty in the Office of Naval Material as Head, Fac “lities Branch, Pro- 
duction Division. 

My purpose is to provide such additional information as the com- 
mittee may desire to explain how the estimates were made and to 
indicate the impact of the proposed legislation on Navy budgets. 

In considering the bill, S. 2473, the tabulation of the property values 
is intended to “correspond with the sections of the bill, modified as 
necessary to avoid inclusion of the same property values under more 
than one heading. 
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Under section 4 (a of the bill, an approximate value of material, 


components ane | work in process under vi arious proc urement contrac ts, 
was computed to show the Government’s equity in military equipment 
not delivered on June 30, 1953, to the Navy, but on which advance. 
partial, or progress payments were made. 

This amounts to $2,164,.660.000 at an estimated tax of 2 percent, 
which woul nount to $43,.293.000. 


Under section 4 (b) the value of industrial properties outleased for 


conimercial purposes Was tabulated This indicates 49 properties 

having a value on real estate of $260.750.000, $140.900.000 of produc- 

tion equipment personalty, involving a payment of tax of $5,215,000 
the real estate and $2,818,000 on the pel sonalty. 


Under section 4 (ec) (1) the value of industrial real property trans- 
ferred to the N; avy subs sequent to June 30, 1950, but prior to June 


(0, 1953, was used. This involves one property having an estimated 
value of $5,350,000, and at 2 percent, carries a tax burden of $107,000. 
Under section 4 (c) (2) the value of industrial real property trans- 


ferred after July 1, 1953, during fiscal 1954 was listed. This involves 
one property, having a value of $5,750,000, and at 2 percent would 
have been a tax payment of $115,000. 

The total value of the property under section 4 is shown to be 
$2,577,410,000 and covers a total of 51 properties. At an arbitrarily 
estimated tax rate of 2 percent applied to this value, the expenditure 
would amount to $51,548,000 annually 

Under section 5 the values of deo property acquired after June 
30, 1950, by the Government under Navy jurisdiction, and the values 

production equipment and material inventories were used to com- 
pute possible payments in lieu of taxes. 

The total value of property listed under section 5 is $1,665 million. 
The payments under section 5, estimated on the basis of 2 percent 
of the acqusition cost, amount to $33,298,000. 

The administrative expenses have been estimated as 2 percent of 
the estimated tax (or payments in lieu thereof) and are shown as 
$1,697,000 

The total cost to the Department of the Navy if the bill, S. 2473, 
is enacted, is estimated to be $86,543,000 for the fiscal year 1954. 

Estimates have been prepared to show the impact on the Depart- 
ment of the Navy budget if the bill, H. R. 5605, is enacted. 

On the assumption that the bill covers properties transferred to 
the Department of the Navy after June 22, 1948, regardless of prior 
transfers among agencies of the Federal Government or possible 
changes in tax status, there would be included 12 plants having an 
aggregate acquisition cost of $46,367,500 for the real property. A 
tax rate of 2 percent would result in a tax of $927,350. 

We have three tables here which can be made part of the record 
Senator Kennepy. They will be made part of the record. 
(The tables referred to follow:) 
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Vavy Tentative list of properties that wou l he covered y H.R. 5606 


(A) ASSUMING DECLARATION OF SURPLUS PRIOR TO JUNE 22, 148, REMOVED PROP 


ERTY OTHERWISE TAXABLE FROM TAXABLF STATUS 





to Gov ! ju ) baxatt t 
, ment sult ost at time} of trar I 
Plant identificatior . , : 
» ‘ ; tothe Gov 
Ju 2 ‘ err t 
148 ¢ 
Naval industrial reserve aircraft plant (fort y Lustron Corp.), Ye $5. 344. HK $101. 579 


J Columbus, Ohio. P1-18 (part 


(B) ADDITIONAL PROPERTIES THAT WOULD BE COVERED BY H. R. 5605 ASSUMING 
DECLARATION OF SURPLUS DID NOT OPERATE TO REMOVE PROPERTY FROM 
rAXABLE STATI 

















1 it \fel Aj \ 2 nv $90), 294 
17-Al 
plant Bendix A Y ( OO 
t Ail Ye { ( 0. 84 
_@l N 
int { \ \ ‘ 2 ‘ 3 
Naval industrial reserve ordnance plant Beth-Leba Ye g 7, 944 
Co.), Lebanon, Pa P1-400 
Naval industrial reserve or ince pl erl S Ye OOK $1, 436 
Gould), Rochester, N. ¥ 1-9 
Naval industrial reserve gear plant (formerly Ge il Ele | ’ MR, O00 66, 480 
Lynn, Mass 1-153-G 
Naval lustrial reserve gear plant (forme W estinghou ; 8. 692. CF 83. 767 
Manufactur Co Lester. Pa Pl 
Engineerir Research Associate me Nort oe \ ‘ 188 
n ul, Minn. P1 ; 
Ma erve Tra g ¢ t ( » Vitre \ uM s 
I igo, I. Pi+ 
Annex k Naval SI A im } 100 ), 24 
p M et New York P1-2261LA 
63. 967 
Pax at 2] ent, ¢ ted 
De partment of the Navy Estimated expenditures unde ‘5 L7G he f il year 1954 
assuming enactment on June 30, 1958 cutoff date, June 3t 1950. late of esti- 
mate, June e. 1954 
I e! 
} 
pDavme 
a 4. Property tax ( i ¢ rodu cilitic 
(a) Material ( l ; ‘ f 7 
. trac tot t Go er 
nstruc I $ $2, 164, 66 
b) Propert yutl ed or i by cor l J 
1953: 
Real ¢ te, incl n prover { 4 ( 
Personal ty ote . on 
(1) Propert biect to tax Suly 1.1 
Real estate, includ I ( 7 | 250 
Personal property 
(d) (2) Proverties st t j nd sut 
juently transferred 
Real estat neludir ( ent ,» 750 
Personal property 
otal, t s under $ 8 », 577, 410 
sec. 5: Administratively det j 
fense-production facilitic using eutoft d Jun in¢ 
Real estate, including improvement i gag 42 194. 500 
Personal property - 29) 408 170) 447 
rotal, payments under s« . 664. 947 
Administrative expense, 2 percent 


lotal s } 4, 242 d 
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Mr. Brucker. Thank you very much. 
Senator KENNEDY. Mr. John Anderson, of the Air Force. 


STATEMENT OF JOHN E. ANDERSON, JR., DIRECTORATE OF IN- 
DUSTRIAL RESOURCES, DEPARTMENT OF THE AIR FORCE 


Mr. Anprerson. I am John E. Anderson, Jr., Directorate of Indus- 
trial Resources, Department of the Air Force. 

Mr. Chairman and members of the subcommittee, the Air Force in 
submitting its data for S. 2473 and H. R. 5605 wishes to state that the 
figures are based on reported acquisition costs taken from inventories 
which represent the best available information on which to make 
computations for the purposes of these two pieces of legislation. 
However, it should be pointed out that the reported acquisition costs, 
because of factors of appreciation, depreciation, and peculiarities of 
local evaluating procedures, may bear little resemblance to the 
evaluations that would finally be placed on the properties by local tax 
authorities for tax purposes. 

The subcommittee is aware, I am sure, of the wide diversity of Air 
Force industrial property in type and location. The committee is 
also aware of the fact that there is little or no uniformity in the tax 
laws and regulations between local taxing authorities. To secure 
more accurate data would require an examination of the tax laws, a 
determination of the values to be assessed, and the application of the 
tax rates against the assessed values, for each tax jurisdiction in which 
the Air Force property is located. Such a study would require many 
months in time and the expenditure of many thousands of dollars. 

With this in mind, the following figures are submitted as a general 
guide for use in your consideration of the proposed legislation. 

With respect to S. 2473, the following figures are submitted, assum- 
ing enactment on June 30, 1953: 

Do you want me to read the figures? 

Senator Kennepy. No, you may place them in the record. 

(The list of figures referred to follows:) 


Properties 


Estimated 
Number value (in 
thousands) 


Sec. 4. Property taxes on defense production facilities 
Propertic wquired since June 30, 1950, protect Government’s 
financial interest (personal property consisting of goods in process Unknown $2, 049, 000 
»b) Properties leased or sold by conditional bill of sale (real estate and 
nprover ents 1 15, 850 
(c) (1) Properti« ubject to tax since June 30, 1950, (real estate and 
mprovements 10 57, 700 
2) Properties subject to tax since June 30, 1950, and subsequently 
transferred (real estate and improvements 2 7,400 
Total, sec. 4 13 2, 129, 950 
Sec. 5. Administratively determined payments on tax exempt defense pro- 
luction facilities (using cutoff date July 1, 1950 
Real estate, including improvements 21 104, 250 
Personal property (machinery and equipment) .. 310 2, 211, 550 
Total, sec aie 2, 315, 800 


Grand total 4, 445, 750 
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Mr. ANprerson. Applying an estimated 2-percent rate on the total, 
the indicated tax burden would be approximately $88,920,000. 

Administrative expenses are estimated to be $895,000 for the first 
year and $350,000 in subsequent years. 

As a general guide, the figures shown in section 4 (c) (1) of the data 
furnished for S. 2473 can be used in consideration of H. R. 5605. 

Senator Kennepy. Thank you very much. 

Mr. Brucker. With reference to the matter of the action agency’s 
report, we how have the signed report here, and I should like to pass 
that up, if I may. 

May I pass it up to the Chair and have that placed in the record and 
before you for consideration here? 

We have extra copies of these, just a couple of them. 

(The report referred to follows:) 


JUNE 3, 1954, 
Hon. Josera R. McCarray, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CHatrMAn: Reference is made to your request to the Secretary of 
Defense for the views of the Department of Defense with respect to S. 2473, 83d 
Congress, a bill to provide for payments by the Federal Government to States 
or local taxing units adversely affected DY Federal acqulsition, ownership, or use 
of defense production facilities, to provide for the taxation of certain Federal 
properties, and for other purposes. The Secretary of Defense has delegated to 
the Department of the Army the responsibility for expressing the views of the 
Department of Defense thereon. 

The Department of the Army on behalf of the Department of Defense does not 
favor enactment of 8. 2473. 

The essential purpose of the bill is indicated in its title. Its enactment would 
subject to direct taxation and to a system of Federal payments to State and loca! 
governments a category of Government property identified as defense production 
facilities, embracing substantially all of the industrial plants of the Department of 
Defense, as well as certain specified personal property. Unlike previous proposals 
for legislation to provide payments in lieu of taxes to State and local taxing units 
on account of Federal property, 5S. 2473, while it applies only to defense production 
facilities, also includes personal property such as machinery, raw Materials, goods 
in process, articles, commodities, inventories, products, supplies, 1nd components 
as well as real estate. As indicated in the section-by-section analysis of the bill 
contained in the committee print of hearings held on July 29, 1953, before the 
Senate Committee on Government Operations, the administrative responsibility 
under the bill is lodged in the Federal agencies owning or using defense production 
facilities and the payments are to be made by each owning agency from its own 
appropriations available for the activities for which the property is held or used. 
Indirect benefits to the locality such as larger payrolls, increased consumer expend- 
itures, and larger collections from sales, income, and other taxes which might be 
attributable to the operation of a defense facility are not to be considered in 
determining the amount of payments. A further analysis of the bill would appear 
to be superfluous in view of the aforesaid section-by-section analysis of the bill. 

Aside from the consideration of diverting the defense dollar to States and local 
taxing units for payments in lieu of taxes at a time when many of the defense 
production facilities which would be subjected to such payments are going into 
standby, the serious impact on the Department of Defense of allowing the taxing 
of military items such as tanks and airplanes in the process of production as 
provided by the bill is readily apparent. Inclusion of such properties would 
not only increase the cost to the Government of the end items but tends to make 
the bill impractical, complicated and costly from the standpoint of administration. 
In fact, due to the transient nature and varied types of properties affected it 
may well be impossible prior to the actual filing of applications for payments by 
the local taxing units to reach a reasonable appraisal of the possible costs under 
the proposed legislation. 

The impact of the acquisition of real estate by the Federal Government on the 
tax base of local governments has merited and received much consideration and 
study at all levels of government in recent years. 8S. 788, 83d Congress, which is 
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under consideration by your committee, is the product of months of review of 





tax lo studies and coordinated effort among executive agencies, under the 
leads rship of the Bureau of the sudget. to develop a bill providing for a compre- 
hensive and equitabie system of payments to local governments on account of 
federally owned property An important bvproduct of its enactment would be 
the repeal of more than 20 statutes authorizing special types of payments on 
account of specific categories of Federal property and also a reduction in the 
number of bitls introduced in each session of Congress for the purpose of providing 

ich relief in piecemeal In this connection the Department of Defense has 


consistently oppose i the enactment of tevislation. the purpose of which is to 


provide for taxation or payments in lieu of taxes in piecemeal or stopgap fashion. 


Before our committee had an opportunity to act on the recommendation 
bmitted by its Staff Director on April 18, 1953, that the committee give con- 
ideration to reporting S. 788, incorporating the technical amendments proposed 
I the Bureau of the Budget, prioritv consideration was given to 8S. 1514, 83d 
Congre a bill to establish a Commission on Governmental Funetions and 
Fiscal Resource and new impetus was given to studies in the field of inter- 
é ental relat bv it enactment as Public Law 109, 83d Congres 
prypore ed Jul LO 1953 This law pro led for the establishment of a Com- 
oO! ly tergovernmental Relatior to st d all the present activities in 
ich Federal aid is extended to State and local governments, the interrelation- 
ps of the tinanen of this aid, and the nirces of the financing of governmental 
progral Che ¢ mission Was directed to determine and report whether there 
tification for Federal aid in the various fields in which Federal aid is extended ; 


hether Federal control with respect to these activities should be limited: and 
to hat extent whether Federal aid shor ld be lin ited to eases of need: 


and all other matters incident to such Federal aid, ineliding the ability of the 
Fede il (jovernment and the State to finance activities of this nsture The 
( mn Was further directed to submit its final report to the President for 
t ttal to the Congre including recommendations for lezislative action, 


o later than March 1, 1954: however, the date for submission of the report has 
been changed by Publie Law 302. 83d Congress approved March 1, 1954. to 
March ] 1955. in order t » give the Commi Ion the additional tim it require to 





J { 
complete its st dies 

In view of the foregoing, it is reeommended that further consideration of legis- 
lation in the field of intergovernmental tax immunities be postponed pending the 
report of the Commission on Intergovernmental Relations Anv action which 
stems from recommendations of the Commission to reallocate activities between 
Federal and local governments will doubtless be accompanied by a new delinea- 
tion of the respective spheres of Federal, State, and local governments If this is 
done, the need for special types of financial assistance to State and local govern- 
ment av be minimized and the financial independence of these governmental 
units may be strengthened 


If, on the other hand, it is concluded that the Congress should immediately 
ler leg ition to provide some relief to any financially overburdened com- 


munities on account of Federal real property, it is submitted that S. 788, revised 





in the manner indicated in the Department’s report thereon, is more likely to 
provide restitution for losses suffered without affording unwarranted windfalls 
than is S, 2473 
V} Department of Defens has given much consideration to the request in 
vou! r dated August 12, 1953, for an estimate of the fiscal effect of the enact- 
ment of S. 2473 Inasmuch as property not under the jurisdiction of the Depart- 
mer f Defer is included within the scope of the bill, the Bureau of the Budget 
I ndertaken an overall study of its effec The information and data being 
ASSeCI by departments and agencies within the Department of Defense will be 
submitted to the Director of the Bureau of the Budget, who proposes to make a 
Ce jidated report to your committee on this aspect of S. 2473. 
I report has been coordinated within the Department of Defense in accord- 


ance with procedures prescribed by the Secretary of Defense. 
The Bureau of the Budget advises that there is no objection to the submission 


Rosert T. STEVENs, 
Secretary of the Army. 
Mr. Brucker. I should also like to place in the record the cost 
estimates on S. 2473 and H. R. 5605. 
The documents referred to follow :) 
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Cost Estimates, 8. 2473 


As you will note from the estimates previously submitted to the committee by 
the Pureau of the Budget, over 98 percent of the “‘gross cost’’ of the property 
which is covered by 8. 2473 is under the jurisdiction of the Department of Defense. 
The personal property involved for the Department of Teferse totals 
$9,737,157,000 e.nd the gross acquisition cost for real preperty totels $1,534,498,000, 
meking 2, grand totel for the tax bese of $11,271,655,000. These figures differ 
slightly from those submitted by the PRureau of the Budget in that, insofar as 
Navy property covered by section 5 is concerned, they indicate an approximate 
increase in personal property of $800 million and a corresponding decrease in 





gross acquisition cost of real property While this change affects the section 5 
subtotels, the grand total for the tax base remains in general consonance with 
that of the Pureeu of the Pudget. In arriving at the estimated tax, however, 
the Department of Defense used an overall tax rate of 2 percent for both real and 
personal property, rather than the 1 to 1% percent for real property and the 1 
percent for personal property used by the Bureau of the Budget. On this basis, 
the total estimated tax for fiscal vear 1954 with 1 spect to the Department of 
Defense would be approximately $225,500,000, exclusive of administrative 
expenses which are estim: ted at an additional $4,402,000 As I already have 





indicated, it is believed thet even this 2-percent tax rate is a conserva e one. 
; general criteria Which was used in arriving at the afcresaid fiscal 


rhe following g n 
impact on the Department of Defense would result from enactment of 8. 2473 

1. Section 4 (a pertains to property acquired since June 30, 1950, in order to 
protect the financial interest fo the Federal Government in connection with loans 
or contracts or insurance or guaranty or contracts for procurement for national 
defense. The property considered under this subsection was personal property 
involved in advance and progress payments outstanding on June 30, 1953, 
excluding construction contracts. 

2. Section 4 (b) pertains to property leased or sold by conditional sale to 
taxable persons. The tax base used here was the cost of commercial and indus- 
trial properties on which leases were outstanding as of June 30, 1953, exclusive 
of Wherry housing, unrelated personal property, and commercial-type activities 
at posts, camps, and stations. 

3. Section 4 (c) (1) covers any defense production facility which in any tax 
year which began after June 30, 1950, was subject to State or local taxation under 
the provisions of any other Federal statute and is not subject to taxation under 
subsections (a) or (b). The tax base used here was the valne of facilities acquired 
from other Federal agencies which were taxable under jurisdiction of such agencies 
and which have been acquired by the military departments and used as production 
facilities as of June 30, 1953. 

4. Section 4 (ce) (2) pertains to any defense production facility which is subject 
to State or local taxation subsequent to the effective date of this act but which, 
though still a defense production facility, would, in the absence of this consent, 
be withdrawn from such taxation by reason of a transfer of its ownership, use, or 
administration from one Federal agency to another. The tax base used in this 
subsection was the same as that used in section 4 (ec) (1) except that it pertains 
only to properties which, it is anticipated, would be transferred to the military 
departments during fiscal vear 1954. 

5. Section 5 authorizes payments to State and local governmental units in lieu 
of taxes on account of defense production facilities acquired or constructed by 
the Federal Government subseqrent to July 1, 1950, and not subject to taxation 
under section 4 of 8S. 2473. The tax base employed for both real estate and 
personal property was the cost of only those properties where the primary mission 
of the installation as a whole was that of an industrial production facility as of 
June 30, 1953. Personal property herein consists of an estimate of inventories 
of materials, components, and goods in process as of June 30, 1953. 


Cost Estimates, H. R. 5605 


Because of the shortage of time, the Department of Defense has been unable 
to arrive at any considered estimates as to the probable tax cost of H. R. 5605 
pertaining to properties under the jurisdiction of the Department of Defense 
were the bill enacted. However, in general terms, the estimates relative to 
section 4 (ce) (1) of 8. 2473 generally apply to the properties whicn would be 
involved under H. R. 5605, with certain adjustments necessarily having to be 
made for the change in cutoff date from 1950 for 8S. 2473 to 1948 for H. R. 5605. 
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The question of accurate estimates, however, is further complicated by problems 
of interpretation as to which properties would be affected by H. R. 5605 and by 
the fact that the bill permits benefits derived by locel communities from the 
operations of the Federal Government to be deducted from amounts otherwise 
payable whereas S. 2473 does not so provide. The gross cost for 20 Department 
of Defense properties considered to be under section 4 (ce) (1) of 8S. 2473, a total 
of $216,218,000 with an estimated tax for fiscal year 1954 on the basis of a 2 
percent rate of $4,325,000, therefore should be considered in this light. 

i have merely touched briefly on the total] Depart ment of Defense tax esti- 


mates of S. 2473 (and H. R. 5605). Representatives of the three military 
departments are available to make statements on the detailed basis of their 
estimates and to elaborate on specific provisions should the committee so desire. 


Mr. Brucker. In conclusion, may I say to the committee that the 
Departments of the Army, Navy, and Air Force 

Senator KeENNEepy. Pardon me. Is there a letter similar to this 
on H. R. 5605? 

Mr. Brucker. No; there is no letter on that with respect to the 
other, no report on it. 

Would you like to have something similar to that? 

Senator KenNepy. Evidently a request was made by the chairman 
for comment by the Department on both bills. 

Mr. Brucker. On the specific bills? 

Senator Kennepy. On both bills. We have your comment on 
S. 2473, but not on H. R. 5605. 

Lt. Col. Joan W. Gorn. I am Colonel Gorn, action officer from 
Army legislation on H. R. 5605. I believe the letter from the chair- 
man was interpreted by me as being prepared to give cost data on H. 
R. 5605, so we could not have a report ready on H. R. 5605 at the 
present time, although one would be forwarded. 

(This report referred to follows:) 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
LEGISLATIVE AND PuBLIC AFFAIRS, 
Washington 25, D. C., June 21, 1954. 
Hon. Josepn R. McCarruy, 
Chairman, Committee on Government Operations, 
United States Senate 


Dear Mr. CuatrMan: This responds to the request of your committee for an 
additional statement of the views of the Department of Defense on the bill H. R. 
5605, to amend the Federal Property and Administrative Services Act of 1949 to 
provide for payment of taxes or payments in lieu of taxes with respect to real 
property transferred from Government corporations to other agencies of the 
Federal Government It supplements the testimony given before the Subcom- 
mittee on Legislative Program by Mr. Wilber M. Brucker, General Counsel of the 
Department of Defense, and supplementary material and amendments to this 
legislation informally provided your committee on June 11, 1954. 

H. R. 5605 would add a title VII (Taxation by Local Taxing Authorities) to 
the Federal Property and Administrative Services Act of 1949. It is designed to 
furnish temporary relief to local taxing authorities; it would be effective for a 
period of 3 years and would subject real property transferred from Government 
corporations to a Government department or agency on and after June 22, 1948, 
to either taxation or payments in lieu of taxes based primarily on the amounts 
which would have been imposed if the property were privately owned. 

The Department of Defense in its June 3 testimony opposed enactment of 
H. R. 5605. 

H. R. 5605 would extend to certain real properties held by Government agencies 
for governmental purposes the consent that is now provided by Federal law to the 
taxation of real property acquired by the Reconstruction Finance Corporation for 
commercial purposes, subjecting, directly or in effect, property held by the 
United States to taxes imposed by State and local governments if the property 
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was held by a Government corporation subsequent to June 22, 1948, and was 
subject to tax while so held. 

This, in the opinion of the Department of Defense, would be a piecemeal 
approach to a problem of intergovernmental relations such as that involved in 
H. R. 2750, 83d Congress, which was pocket vetoed by the President at the end 


of the last session of Congress. See Congressional Record of Aug. 28, 1953, 
pp. A5744-A5745.) Additionally, H. R. 5605 is subject to an even more funda- 
mental objection in that it would constitute a surrender of the Federal Govern- 
ment’s sovereign immunity. It would be a statutory departure from, rather than 


a continuation of, prior statutory policy with respect to the Reconstruction 
Finance Corporation for the reason that it applies to the essential governmental 
operations of a Government department or agency rather than merely to the 
proprietary type of operation by a Government corporation. Although the 
property affected by the bill would, when not leased for commercial purposes, be 
subject to payments in lieu of taxes rather than to taxation itself, the waiver of 
sovereign immunity is inherent since the payments would be predicated upon the 
amounts the State or local governments would fix and impose by way of taxes 
if the property were privately owned, subject to certain adjustments 

H. R. 5605, like S. 2473, deals with a matter that is within the seope of the 
study now being conducted by the Commission on Intergovernmental Relations 
established pursuant to Public Law 109 of the 83d Congress. To enact H. R. 
5605 at this time and waive the sovereign immunity of the Federal Government 
would be to prejudice the work of that Commission. 

On June 11, 1954, certain amendments to H. R. 5605 prepared by the Depart- 
ment of Defense were made available at the request of the committee. Addi- 
tional copies of those amendments are attached for purposes of the record. It 
should be emphasized that in submitting these amendments as a drafting service 
to the committee the Department in no way recedes from its opposition to the 
enactment of this proposed legislation. 

The Bureau of the Budget has been consulted and advises that it has no 
objection to the submission of this report. In this connection, however, it should 
be noted that on June 1, 1954, by letter to the committee, the Director of the 
Bureau of the Budget on behalf of the administration advised that there would 
be no objection to the enactment of legislation along the lines of H. R. 5605 as a 
basis for providing localized relief, if the Congress should decide that the needs 
of particular communities are too urgent to await policy recommendations of 
the Commission on Intergovernmental Relations. With respect to the attached 
proposed amendments to the bill, the Bureau of the Budget has indicated that 
it may wish to make technical comments with respect thereto in connection with 
further conferences on this matter with the committee staff. 

Sincerely yours, 
Rosert Tripper Ross 
(For the Assistant Secretary). 


SUGGESTED CHANGES IN H. R. 5605 anp Reasons THEREFOR 
1. Certain provisions of H. R. 5605 now pending before the Senate Committee 


on Government Operations would subject various properties of the Department 
of Defense to direct taxation by State and local taxing authorities. These 


properties are covered by section 704 (a) of the proposed legislation. Such prop- 
erties are described in this section by the terminology ‘‘real property leased for 
commercial purposes.”’ The bill provides in these cases that State and local 


governments shall have direct taxing authority over such properties. 
2. The direct taxation feature of H. R. 5605 involves with respect to the par- 
ticular properties concerned a complete surrender of Federal immunity to State 
and local taxation. The abandonment of this fundamental principle is highly 
objectionable to the Department of Defense. The reasons for such objections 
were presented to the committee in detail by the General Counsel of the Depart- 
ment at the hearings on 8. 2473 and H. R. 5605 
3. Although the Department of Defense does not believe that a piecemeal 
approach to the entire question of State and local taxation of Federal Government 
property is desirable, and H. R. 5605 is such an approach, nevertheless if the 
committee and the Congress determine that some measure of relief must be given 
the communities concerned in H. R. 5605, then the following changes in H. R. 
5605 are submitted for consideration. These changes are all directed toward 
substituting a payment to the State or local government in lieu of taxes rather 
than a consent by the Congress to direct taxation of Federal property. 
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I the title of the bill delete the words ‘ payinent of taxes or’ making the title 
he Federal Property and Administrative Services Act of 1949 
to provide for payments in lieu of taxes with respect to real property transferred 









tro (,over! r t corporations to other agencies of the Federal Government.” 
I. aT n 701. lines 16-18 
In this secti delete all beginning with the fifth ord “such” in line 16 down 
o and ineluding the word ‘‘cases’’, in line 18 
( Char ) re O4 (a), page 4, lines 10—20 
Delete all of ibsection (a This deletion will not affect at all the payment 
of ( of taxes on leased commercial property inder the subseetion 
ediate following Payments in lieu would be made under the subsection 
follo by the Federal Government on leased property, including that leased 
I ( ID poses 
7 ( / } ? / ed ne 6. 9, and 13 
bsection as subsect 
I { by te eV f } ords the case 
I 2, pa $+, delete the ord ind whit 
| ne 4, page 5, place a period after the w | property * and delete the 
‘ ‘ that sentence 
6, page 5, delete all of the sentence bezin g with the word ‘‘ yual’’ 
lown 1 h the word “‘deductions’’ ‘n lines 8—9 Insert the words ‘‘take into 
col ‘ t line 9, and delete the word “‘for’’ making the sentence bezinning 
{ middle of line 6 read: he payments in lieu of taxes shall take into con- 
leration (1) benefits to local taxing authorities’, ete This change will elimi- 
nate the windfall aspect of the present language and is consistent with the concept 
f p ents in lieu as distinguished from direct taxation 
6) In line 13, page 5, delete the word “for” 
KH. Chanae ir ‘ on 7O4 (ce), pad 9, lines 16-19 
Charge the designation of the subsection from ‘‘(c)”’ to ‘‘(b)” In line 17 delete 


the words ‘‘taxes shall be paid, or’ and in line 18 insert between the words ‘“‘taxes” 

1 “‘made”’ the phrase ‘“‘shall be’”’ 

( 1 ein section 7OS (a), page 6, line 2 
In line 2, on page 6, delete the words ‘‘nonpayment or’, “‘timely’’ and ‘‘of 
taxes’ Insert the words “in lieu pavments’’, making the line read “failure to 
leu payments on’”’ 
G. Ne ection 706 to be added after line 23, page 6 

Add a new section 706 after line 23, page 6 as follows: ‘‘There are hereby 
authorized to be appropriated such sums as may be necessary to enable the Federal 
ywoning agencies to carry out the provisions of this Act, including payments 
authorized hereunder” This section is necessary to provide appropriation 
authority on which to base estimates for funds before Appropriations Committees 
H Cha ge in page 7 


Change section 705 at the top of page 7 to section 707. 


Mr. Brucker. In conclusion, I would like to say this to the com- 
mittee: In indicating a general opposition to the two bills on the 
vrounds that we have stated, we are still not unmindful of the fact 
that there are problems and there are equities to consider in this field. 
We are not blind to the needs of some of the communities and munici- 
palities in the country out through the States, nor are we insensible to 
the pleading to have something done on this problem; not at all—quite 
the contrary. I think you will find the Department of Defense and 
Secretary of Defense Wilson to be very fairminded about the whole 
problem and desirous to see something done that is positive and 
affirmative on it, but we think these bills are not the method, and we 
think that nothing should be done until the Commission on Inter- 





SGP ie? | 





—— 


PAYMENTS IN LIEU OF TAXES 135 


governmental Relations’ study has gotten to the place where some- 
thing is feasible—and it isn’t just to stall or postpone this business that 
we so urge. We would be more happy if everybody were more satis- 
fied than we are at the present time under the present arrangement. 

Senator KENNEDY. You recognize the problem? 

Mr. Brucker. We recognize, Senator, that there are some problems 
involved in this matter 

Senator KENNEDY. You have no proposal for the solution of the 
problem except to wait for Mr. Kestnbaum’s committee to report? 

Mr. Brucker. That is the main thing that we point attention to 
We think there are other solutions or methods by which it can be 
done, by addressing a bill to the particular problems, to remedy those 
proble ms that are the critical ones or the ones that « ‘ry out for 1 

But we say that no action on S. 2473 or H. R. 5605 should be ican 
until the Intergovernmental Relations Commission has finished its 
study, which is fundamental. It isn’t just a matter of saying, well, 
we will delay this another month or 2 or 3, hoping. It is a question 
of fairness to all concerned, and both parties should have the equities 
involved on both sides fully considered. We think that this matter 
deserves such a study and report to Congress before any action is 
taken by the Senate or House about the tax problems 

In conclusion, on this phase, may I say this, with respect to S. 
2473, we particularly object to section 4, which is the thing that 
banishes Federal immunity from State taxation. cette 5 recog- 
nizes the fact that perhaps that is not a proper approach, by saying 
that for all other governmental property there shall be payments made 
or grants in lieu in taxes. “That is the very least that could be done 
if the problem were being approached upon the basis of having critical 
areas recognized. But section 4 as it stands is a very brutal thing to 
the Department of Defense and to the Government agencies, because 
it simply addresses itself to wiping out everything without reference 
to the equities on either side of the table, and it says to the Govern- 
ment and the Congress, you have no longer control of this situation, 
it is going to be diversified over 10,000 taxing agencies. 

I have covered a lot of this and I am not going to say another word, 
except that we appreciate the opportunity we have had for this hear- 
ing. We hope that if there are some questions, that the committee or 
the clerk of the committee thinks we have overlooked, in fairness to 
either side, or some argume _ or some table or some schedule, that we 
be given opportunity to file it, and we will give you all the information 
that we can, and we will on withhold a thing. 

We would like to see = prob lem settled, but we do not think that 
these bills show the way, or that now is the time to do it. 

Senator KENNEDY. Thank vou, Governor. 

One other question: You are not prepared to suggest language which 
would deal with these special cases vou mentioned, which you agree 
might need to be dealt with before the Intergovernmental Commission 
reports? 

You have no suggested language we might include in a bill or con- 
sider as a bill? 

Mr. Brucker. | have nothing im promptu to give you on that, but 
if you are inte rested—and your question prompts the thought that you 
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are—I would be glad to address myself to that with the gentlemen who 
are here with me, to do something and see if we can come up with 
something. I understand that would epitomize what the Commission 
on Intergovernmental Relations would have to do. We are prepared 
to try it and do the best we can. We are prepared to address ourselves 
to that. Of course, I have here ex parte or impromptu nothing to offer. 

Senator Kinnepy. The committee thought it would be well to 
consider definite legislation during this session. Otherwise if we 
follow through on your suggestion, we won’t take action until next 
March or April, and there is some desire to do something about it, 
about these badly affected areas, before that date. I thought it 
might, therefore, be of some assistance to have your detailed thoughts 
on legislation dealing with those problem areas. 

Thank you very much, 

Mr. Brucker. Thank you very much. 

Senator Krnnepy. I want to express our appreciation to the 
representatives of the department. 

Mr. Brucker. Thank you very much. I appreciate the courtesy 
of the committee, and the clerk, to us. 

Senator Kennepy. Thank you. 

I understand that there are two other witnesses, Mrs. Ludlow, and 
Mr. Seegmiller 

I think Mr. Seegmiller is the first witness. 

I wonder if it would be agreeable for you to file your statement 
and sum up its highlights? 


STATEMENT OF KEITH L. SEEGMILLER, SECRETARY-TREASURER, 
NATIONAL ASSOCIATION OF COUNTY OFFICIALS 


Mr. Seeemituer. Mr. Chairman, [I brought along a statement 
that I intended to file, but in view of the testimony just given in the 
last hour and a half, my statement is very inappropriate, and I have 
determined not to file it. I could do either of two things. I could 
prepare another statement for filing a few days hence, or give an 
oral statement here. 

I believe I would like a little time for an oral statement here. 

Senator Kennepy. If you would file your statement later, we will 
put it in the record. If you would like to make a few comments at 
this time, it would be fine. We are going to have to conclude the 
hearing rather shortly, and we do have one more witness who is anxious 
to testify 

Mr. Sercmituer. If I could have a few minutes, I would like to 
say a few things and supplement it by a statement later. 

Senator Kennepy. You may proceed, Mr. Seegmiller. 

Mr. Seeemitter. Mr. Hamilton, of the American Municipal Asso- 
ciation, has worked closely with me on this problem. The counties 
and cities have the same problem. I wonder if he might sit here and 
confer with me briefly as we go along. 

I shall reserve for my written statement a description of our asso- 
ciation and its interest in the problem in general, and try to get down 
to lor 2 specific things. 

For this brief moment, let me say that we do represent county 
officials across the country generally. We have considered the prob- 
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lem of Federal tax exemptions maturely over nearly 20 years, and 
there is a unanimity of view among county officials on the subject, so 
I believe what I say can be safely accepted as a pretty good reflec- 
tion of the views of the county officials. 

In the first place, the Federal exemption from taxation and increas- 
ing ownership of real property by the Federal Government does impose 
a very heavy and a constantly increasing burden on about one-third 
of the Nation’s 3,050 counties. 

This is not an imaginary thing. It is a genuine thing. From our 
point of view in the county court house it looks something like the 
strong hand of Uncle Sam clutching our throats. We ask to have it 
removed. We are strangling. That is all we are asking for. 

We thought and it will be apparent from what I say that the view 
of this problem, looking at it from the county courthouse steps, is 
quite different from the view from the administrative offices of the 
Defense Department. 

We had thought, perhaps erroneously, but nevertheless we honestly 
thought that this matter of the sovereign immunity from taxation 
had been laid aside permanently more than a decade ago. No one 
in our association or anyone else seriously urges modification or 
repudiation or adjustment in any respect of the wholesome doctrine 
of the sovereign immunity from taxation. We ask that the Federal 
Government, acting through its Congress, provide payments in lieu 
of taxes. 

The matter is in congressional decision to authorize, to appropriate, 
to modify, to repeal, all within the constitutional power to have the 
Government immune from taxation. 

Since that was mentioned this morning, I couldn’t refrain from 
mentioning it. 

I believe it has been laid aside more than a decade. I don’t believe 
it is a consideration that merits any thought by this committee. No 
one asks for it, and this bill S. 2473 expressly recognizes the sovereign 
immunity from taxation. 

The amount of money involved is a thing that I would like to address 
my remarks to especially. 

The figures given before this subcommittee as the likely cost of 
S. 2473 and H. R. 5605, are a little larger than we would have antici- 
pated. But the larger the figure, the more the pressure on our throats 
at the county level and the greater the argument, it seems to us, that 
the pressure ought to be removed. The measure of the burden is how 
much services from local governments is Uncle Sam getting without 
paying for it. How much service is being paid for by citizens of 
particular localities that ought to be paid for, evenly distributed over 
the Nation, through the Federal taxation power. 

That is the problem, as we see it. 

And so the larger the amount involved, the larger the burden upon 
us, and the greater the argument, as we see it, for gr: s a relief. 

Somebody is paying the bill now, whether it shall be Uncle Sam, 
to distribute it equally, or whether it shall be the citizens of particular 
localities, is the point at issue. 

With some humility and with deference to other witnesses, I would 
like to say, from our desks in the remoteness of the county courthouses, 
this windfall argument is the most damaging scarecrow that has ever 
been waved before committees on this particular problem. We think 
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the windfall argument has no merit whatever. We would suggest to 
the committee that the point of departure, the sound point of depar- 
ture, is that of assessing property and fixing tax rates in accordance 
with a procedure and a practice that we have pounded out on the 
anvil of experience for a good many hundreds of years. 


This idea of evaluating property and making tax assessments in 
relation to services rendered by the Government is not new. It 
dates back to England. Hundreds of years of experience have gone 
into it 


We think it is fairly sound. We think it is a good point of departure 
Uncle Sam to accept as the premise for his liability for local 
services the same premise which all the rest of us accept in our indi- 


to ask 


vidual ¢ apacitl s 


Alon with those procedures, Wwe have developed, if vou please, Mr. 


Chairman, tax equalization boards, courts, administrative procedures 
that tend to eliminate and prevent the windfall result. The windfall 
notion is repugnant to the thinking of all of us. It is repugnant to 


the tax system we have established. We are willing to depend on 
established procedures, our courts, equalization boards, to prevent 
them. No one wants them. 

Congress will not stand idly by and let a bill of this sort run riot. 
If there should become windfall situations not taken care of in the 
regular administration of the act, Congress will certainly act to prevent 
them, and no one conceives that they will not. 

This bill, S. 2473, provides that it shall be administered under 
regulations to be provided by executive agencies. Those regulations 
will be more than mere form. They will be substance. They will 
be worked out in the mature experience and judgment of wise admin- 
istrators to prevent the windfall situation that has been referred to. 

I can go on in considerable detail, which I will do in my statement. 

For this purpose, the argument is not sound to us in the county 
courthouses. 

The suggestion that increased Federal aid would be the solution 
is one of the most abhorrent things to county officials that I can 
think of. We don’t want increased Federal aid. We have had 
enough of that. We do recognize that the Federal Government has 
legitimate functions to perform at the local area, and we think the 
Federal Government ought to perform those functions. We don’t 
think the Federal Government ought to pay for purely local services 
as a means of solving the problem of Federal tax exemption. 

It is of very little consolation to us when we feel we are being 
strangled, as we are, to say to Uncle Sam, please relax the tension on 
our throats, and to have him say, I can’t do it, because the matter is 
too complex. You will have to struggle a little longer, because I do 
not know how to release the grip. 

The complexity of it has very little merit as an argument. True, 
it is complex. It is not simple. But compared to problems that we 
have solved in this country of ours, Mr. Chairman, it is relatively 
simple. 

To say we, as a Nation of people, as legislators, as citizens, as 
courts, and as administrators, cannot meet the complexities of this 
problem is to admit a weakness that is beneath the dignity and stature 
of all of us. 

ts complexities are relatively minor compared to other problems. 
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I may cite the complexities of the Federal income tax. Every local 
administrative office is required to withhold Federal income taxes 
from the salaries of employees and report them to the Federal Govern- 
ment. It is complex and detailed. That is no argument why it 
shouldn’t be done. It is being done. 

As to the two bills before the committee, our association feels 
quite strongly that the provisions of them should be enacted, possibly 
they should be combined into a single bill. They do overlap a bit, 


and as separate bills would not be wise. But basic provisions should 
be enacted. 

Something has been said about study. True, the Commission on 
Intergovernmental Relations is making a study. ‘To us the word 


“study” is a very difficult word. Perhaps we are a little rural. Per- 
haps our spelling is bad, but every time we spell it, it comes out 
“delay.’”’ We cannot spell it ‘“study’’; it comes out “delay.” 

That is based upon two decades of experience. We have been 
studying this problem before congressional committees, before ad- 
ministrative agencies, for nearly two decades. A lot of thought has 
gone into it. Nevertheless, we supported the bill for a Commission 
on Intergovernmental Relations for still further study at the time when 
that Commission was to have a life span ending on March 1, 1954. 

At the White House conference in March of last year, we brought 
up the matter of the Intergovernmental Commission possibly on the 
basis of past experience, as still another technique for further delay. 

We were then assured that it was not. For that reason, we didn’t 
press before congressional committees our demand for relief in this 
area, but the Commission now has an extended life, and how long 
their study of the problem will go on, I do not know. 

The Commission has advised this committee that enactment of 
either or both of these bills would not be inconsistent with its study. 
I believe that has been formally sent up there. 

The relief granted by these bills would be relief in very acute areas. 
We think they are helpful and almost necessary steps in the right 
direction, and they should be enacted, Mr. Chairman. 

Thank you very much, Mr. Chairman. 

Senator KenNeEpy. I appreciate very much your statement, and 
we will look forward to receiving your written statement. 

Thank you, Mr. Seegmiller. 

(Subsequently, the following statement was submitted by Mr. 
Seegmiller: ) 

STATEMENT OF KeitH L. SEEGMILLER ON 8. 2473 anp H. R. 5605 SupPLEMENTAL 

To ORAL STATEMENT BEFORE THE SUBCOMMITTEE OF THE SENATE COMMITTEE 

ON GOVERNMENT OPERATIONS 


I am Keith L. Seegmiller, secretary-treasurer of the National Association of 
County Officials, and I appear here as representative of that association. This 
statement is to supplement remarks made orally before the committee on June 3, 
1954, but not completed because of time limitations. 

The National Association of County Officials is a membership organization 
composed of county officials in all of the States and in most of the counties of the 
Nation. In operation, our association works closely with State associations of 
county officials in each of the 48 States Chere is no other nationwide organiza- 
tion purporting to represent county officials generally. On the matter of pay- 
ments to State and local governments in lieu of taxes on Federal property, the 
views of county officials have been fully heard under the auspices of the National 
Association over a period of nearly two decades. These views have been em- 
bodied in policy statements of the National Association which have been con- 


48123—54 10 











140 PAYMENTS IN LIEU OF TAXES 


sidered and approved by the members on numerous occasions without dissenting 
vote. These views are summarized in the following paragraphs, and I believe we 
may accept them as reflecting the view of county officials generally, indeed 
unanimously so far as I am aware. 

Exemption from State and local taxation of the relatively large and increasing 
holdings of property by the Federal Government imposes a very heavy burden 
upon a large number of counties in the United States. Nearly all of the Nation’s 
3,050 counties are adversely affected, at least to some extent, by Federal property 
holdings, and approximately one-third of them are adversely affected to a very 
substantial and burdensome extent. The impact upon counties is probably 
greater than upon any other level of government since counties must rely for reve- 
nue almost entirely upon the general property tax. In the large number of coun- 
ties in which Federal tax-exempt holdings are extensive, the situation seems akin 
to that of a strong hand securely grasping our throats with increasing pressure, 
hing strangulation in many instances. That the effect is drastically 
reduced revenue for local purposes is generally recognized, and this cireumstance 
is followed closely by surrender of local powers to State and local governments in 
exchange for grants-in-aid. Certainly, many powers of Government appropriate 
for exercise at the local level have been surrendered in this process, and we believe 
it is not too extreme to assert that the continued existence of local government is 
seriously threatened. 

Because of these circumstances, the National Association of County Officials, 


approat 


has, for nearly two decades, urged upon Congress and the Federal executive 
agencies that some action be taken at the Federal level to relieve this burden 
upon loeal governmental units. No attempt will be made here to cite statisties, 


pecifie illustrations or other proof to show that the problem is real and exten- 
ive, as well as very acute in a large number of cases. Thousands of pages of 
testimony have accumulated over the vears in support of these conclusions before 
numerous Congressional committees and eccmmittees of executive officials. We 
ave encountered general agreement that the problem exists and that it should 
be solved. This has appeared at least from widespread lip service given to our 
ircing On the other hand, we have encountered opposition as to method and 
procedure under the timeworn introduction of “Your cause is just, but.’”’ While 
avoiding issue on the merits, this opposition has nevertheless been an insuper- 
able obstacle Over the vears, we have thought that these arguments have, 








from time to time, been demolished, but thev have repeatedlv arisen and have 
arisen again in the hearings before this committee. We believe they should be 
examined with care, and we think that careful examination of them will reveal, 
we hope finally. their lack of substance 


In this entire field of payments in lieu of taxes, there is not, and has not been 


for man ears, anv issue regarding the sovereign immunitv from taxation. 
More than 10 vears ago, this issue appeared to have been fullv reviewed and set 
aside as outside the area of legitimate inquirv regarding payments in lieu of taxes. 


The Nation rl A ociatior of Counts officials, and, so far as we are aware, no other 


responsible person or organization, neither reeommends nor has recommended 


repudiation or modification in anv manner of the constitutional principle that the 
Federal Government is immune from taxation We have sought onlv legislative 
rection bv the Federal Government authorizing payments in circumstances found 
bv the Congress to constitute »ppropriate payments by the Federal Government 
for loeal servie rendered to Federal property. We have insisted that congres- 

onal control of this entire area be regularly recognized and vigilantly preserved 
Under our proposals. Congress would retain the right and the dutv to modifv 
or repeal, as may be found appropriate, anv authorization for pavments in lieu 
of taxe Moreover, Congress would retain the right of appropriation for such 
pavments from vear to vear No authority would be granted under anv pro- 
posal advanced by our organization which would authorize State and local gov- 
ernments to enforce anv program contrary to congressional approval or in any 
wavy impairing the constitutional principle of the sovereign’s tax exemption 
The principle is expressl recognized and preserved bv the opening sentence of 


the first section of S. 2473 


Likewise, economy or saving Federal dollars is neither a new argument nor, we 
believe, a sound one in opposition to bills like those now being considered by this 
committee. The amount of money that the Federal Government would pay out 
to State and local governments under the bills here considered is onlv a measure of 
the amount of service being rendered by some few local governmental units for 
the benefit of the country generally. It is a measure of the amount of the burden 
imposed upon local governments by Federal tax exemption. It argues more 
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strongly for relief to the local governments, we submit, than for denial of such re- 
lief for which it is seriously advanced in opposition to these bills. Realistically, 
of course, there is no additional cost involved in bills of this character. The cost 
of local government is now being paid for. Our only complaint is that a dis- 
proportionate amount of such cost is imposed upon those localities where there are 
large Federal installations. The relief we seek is only in adjustment of the burden 
to distribute its impact more nearly equally over the entire country rather than 
to continue the imposition of it upon particular localities 

In relation to the argument of cost, we are again confronted with the timeworn 
“scarecrow” of windfall. We believe this argument is properly to be character- 
ized as a “scarecrow’’; we see no sound basis for expecting that windfall would 
result, and we confidently assert that it would not. The concept of windfall is 
repugnant to all of us, especially when, as county officials well recognize, the 
windfall would come from their own pockets as Federal taxpayers. The bills 
under consideration at this time fully protect the Federal interest in this respect 
as, we submit, any legislation on the subject should do It is the theory of these 
bills that the payments made by the Federal Government shall be closely related 
to costs of local services rendered to Federal property. We have taken the posi- 
tion that established assessing and taxing procedures are the most reliable point 
of departure for determining the relationship between payments made on property 
and services rendered to it. These procedures have been worked out over hun- 
dreds of years experience, and they are the soundest devices we have yet developed 
for this purpose. Along with the assessing procedure and that for establishing 
tax rates, there have developed protections in the form of boards of equalization, 
administrative rules, regulations and practices, judicial intervention and legisla- 
tive change to prevent such things as windfall or other marked departures from 
the desired procedure. 

We we uld ask only that the I ederal Government a lopt as the n easure of its 
obligation for local services, those standards and procedures which we apply to 
ouselves as individuals [t is unthinkable to us that the Congress, or the Federal 
agency, in whom final determination for payments would be made, or the State 
and local officials would be so helpless or so unimaginative that they could not 
prevent extreme and unjust windfall results as those fearfully conceived by 
witnesses before this committee Certainly if they could not be prevented, 
they would not be long tolerated since Congress would retain the power to modify 
or abolish the entire scheme, if that were the price of preventing 

Particularly, it is noted that S. 2473 would be administered under rules and 
regulations prescribed by Federal authority: that State and locs ernments 
could not enforce but could only apply for payment and that final nt would 
be determined by the Federal agencies We cannot assume that these official 
would be othe i administration of the law, and 
we are forced to assume, therefore, that none of the extreme results prophesied 
by opponents of these bills would be allowed 

The argument of complications and administrative difficulty involved in making 
payments of the character provided by the bills now before this committee is 
not valid as a ground for continuing a burdensome imba ‘ 
mental structure. Indeed, H. R. 5605 would merely cont 
payments already being made, a fact demonstrating that 
at least, the administrative difficulties would be neither nev 
portions. 8S. 2473 in this respect, partly overlaps H. R. 5605 
would provide for payments in lieu of taxes on property 
to such payments, there would be some additional admini 
sure. We believe, however, that to conclude that this wou 
insuperable problems is simple failure to recognize fact 
businesses with property distributed over wide geographical 


abuses 





r than sincere, wise and just in their 


} 
n 
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to deal with a large number of separate taxing units On th 

combined tax bills and other procedures, the mechanics of tax payments have 
been substantially simplified. The administrative difficulties have never been, 
so far as we are aware, regarded as valid arguments against payment of taxes 
by private businesses of the character mentioned above. Indeed, there is some 
complications to withholding income taxes from State and local governmen 
emplovees and pavimment of the amount over to the Federal Government 


But this has not been regarded as a sound argument in opposition to the tax 
itself. No reason has been shown justifying a belief that in-lieu payments by the 
Federal Government would be relatively more burdensome than tax payments 
by any private taxpayer. 

Indirect benefits, such as increased payrolls and increased business resulting 
from Federal installations, are not an answer to the demand for payments in lieu 
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of taxes on Federal property At the county level, at least, our revenue structure 
has traditionally rested upon a base including not only the indirect benefits from 
increased business but also the right, which is the more important of the two, to 





levy a tax upon property. Privately owned property is not exempt from local 
taxation upon the theory that its obligation for local services is discharged by the 
indirect benefits it provides to the community Pavment for the local services is 
geared to the right to tax the property directly, and federally owned property is 
not different in tl respect The argument of indirect benefits is merely an 
argument that local governments should sacrifice the most important part of their 
tax base in favor of the Federal Government, whereas under identical circum- 
stances no cn sar fice is expected in the case of private business It is true 
that we fr iently invite Federal installations into our jurisdictions. But thisis 
“3 arily in the interest of private gain and, therefore, prosperity of our citizens 
Ve should not be compelled to invite Federal installations only upon agreement 
to render local rvices to them without charge We see nothing inconsistent 
between requesting such installations on the one side and asking them to pay 
their proper portion for ser | services on the other. 

To county officials, extension of Federal aid as a solution to the burden upon 
localities from Federal tax exe mpton would be astounding. We have looked to 
payments in lieu of taxes as likely grounds for decreasing Federal aid We are 
aware that the Federal Roane has come to have many legitimate interests 
at the local level which it properly should pay for, but this is not Federal aid 
except in name It is only payment by the Federal Government in discharge of 
its own obligatio1 Insofar as Federal aid constitutes use of Federal funds to 
pav for local services, it is undesirab . and improper and should be stopped 

The most frequently used and, we believe, the most effective tool for de ‘s ating 
proposed legislation is that of recommending further study. It is a technique 


very frequently resorted to for the purpose of preventing legislation as to which 
there is no sound objection on the merits We have encountered this argument 
for nearly 20 years whenever we have advocated payments in lieu of taxes on 
Federal real property. And over the 20 vears, there has been no dearth of studies 
Congressional committees have explored the field frequently and very extensively 
Administrative agencies bave piled report upon report, and a vast amount of 
factual information has been provided by private organizations and individuals 
It is understandable that county officials have come to regard further study as 
synonymous with delay. Nevertheless, our association supported legislation for 
a Commission on Intergovernmental Relations with full knowledge that it would 
study the matter of payments in lieu of taxes, among other problems. Originally, 
we thought this study would be completed by March 1, 1954; these were the terms 
of the law that created the Commission. Failure of the Commission to make any 
substantial progress whatever before that date and extension of the time for it 
to make a report were keenly disappointing to county officials. Nevertheless, 
we continue to cooperate with the Commission and have recently provided infor- 
mation to its Committee on Payments in Lieu of Taxes. We do not close our 
eyes to the benefit of study and mature consideration, nor do we wish in any way 


to curtail the Commission’s present program. However, the Commission has 
advised this committee that wom of 8. 2473 and H. R. 5605 would not be 
inconsistent with its program. Under these circumstances, we believe a plea for 


further study, however well meant, amounts to an unwarranted attempt to prevent 
nactment of this legislation on grounds other than the merits of it. 

S. 2473 and H. R. 5605 provide a very limited amount of relief. They do reach 
areas, however, in which the burden upon local government is especially acute. 
Moreover, they are carefully restricted to circumstances in which the Govern- 
ment’s obligation to pay is not controverted as a matter of principle. On the 
merits of these bills, we believe there is, or certainly should be, lack of substantial 
disagreement. The provisions of them, if enacted into law, would be very helpful 
steps in what everybody agrees is the right direction. Action upon them ought 
not to be deferred for any of the collateral and incidental arguments such as those 
that have been advanced before the committee. I believe I can say with assur- 
ance that the statement is correct that county officials across the county will 
enthusiastically approve prompt enactment of these bills and will, with equal 
enthusiasm, disapprove failure to enact them this year. 


Senator Kennepy. Mrs. Ludlow, Senator Thye talked to the com- 
mittee about your testifying. Do you have a statement you would 
like to file? 
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STATEMENT OF MRS. SHIRLEY LUDLOW, CLERK, VILLAGE OF 
ARDEN HILLS, ST. PAUL, MINN. 


Mrs. LupLow. We were acquainted with this subcommittee hearing 
only late yesterday afternoon, and I do have a brief oral statement 
which I would like to make. 

Senator KenNepy. Would you care to file a written statement later? 

Mrs. Luptow. If I may. 

Senator KenNepy. That would be fine. 

Mrs. Luptow. Thank you very much. 

Senator Kennepy. Would you identify yourself and who you 
represent? 

Mrs. Luptow. I am Shirley Ludlow, clerk for the village of Arden 
Hills. 

[ would like to briefly acquaint the subcommittee with a specific 
problem, as it affects the village of Arden Hills, a suburban.residential 
area in rural Ramsey County, Minn. We are a very small com- 
munity of approximately a thousand residents We have the New 

srighton Arsenal within the limits of the villag The New Brighton 
Arsenal takes up three-fifths of the total area of our village, and we, 
of necessity, are limited, as far as residential expansion is concerned. 

We are primarily a residential district. We are worried about the 
excessive taxation which is borne by the residents. The average real 
estate tax paid by residents of the village of Arden Hills is $600, 
which is a pretty heavy load for most of us to carry. The school tax 
is now 14.0 mills for our residents, as opposed to 13.9 mills tax assessed 
by the village. 

The village feels that we should be compensated in some manner for 
not receiving any tax revenue from the New Brighton arms plant. 
We don’t profess to know how it should be done, but we would like to 
state that after the last World War there were a number of private 
industries that rented space from the New Brighton Arsenal. From 
these private industries the area received considerable tax revenue in 
the form of personal property taxes. The total assessed valuation of 
real estate and personal property within the village is $1,215,000, 
which brings about $17,000 yearly tax. revenue for the village to 
operate on as opposed to a $10,200,000 assessed valuation on the 
New Brighton Arsenal. We are a relatively new village. We have 
many problems, not only in the matter of policing, but we have a 
part-time voluntary fire department, and we are faced with a possible 
sewage disposal problem. 

Senator Kennepy. Who controlled the property, which department 
or agency of the Government? 

Mrs. Luptow. It is the Twin City ordnance plant under the juris- 
diction of the Army. 

Senator Kennepy. How long has it been in existence? 

Mrs. Luptow. I am not prepared to make a statement on that. 

Senator Kmnnepy. Many years? 

Mrs. Luptow. Yes, a great many years. 

Senator KENNEDY. Has it occupied about the same percentage of 
the village territory as it does now? 

Mrs. Luptow. That is right. 

Senator KENNEDY. So it has never, within your memory, been on 
the tax rolls of the community? 
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Mrs. Luptow. Yes, it was on the tax rolls insofar as private com- 
panies had been located on the New Brighton property. We did 
receive personal property taxes from the private industries, but when 
World War II began, the ordnance plant took over the whole area. 

Senator Kennepy. Have they been making any tax payments to 
you? 

Mrs. Luptow. No, they haven’t. 

Senator KENNEpy. In any way? 

Mrs. LupLtow. We have had no compensation whatsoever for the 
loss of taxes. 

Senator Kennepy. Is this an entirely new ordnance plant, or had 
there been one there of much smaller size? 

Mrs. Luptow. Yes, the ordnance plant has been there very many 
years. 

Senator Kennepy. And has just expanded? 

Mrs. Luptow. Yes. 

Senator Kennepy. Has there been any influx of people coming into 
the community as a result of the ordnance plant which increased the 
school population? 

Mrs. LupLtow. Many of the residents of Arden Hills are hired at 
the ordnance plant. I wouldn’t say, however, that many of the prop- 
erty owners of Arden Hills are employed at the arms plant. 

Senator Kennepy. Has the arms plant increased your school 
enrollment to the extent that you receive assistance from the Federal 
Government under the school program? 

Mrs. LupLow. Yes, we do. This is definitely a problem as far as 
our schools are concerned. Many of the children of parents employed 
at the arms plant do attend school district 38. 

Senator Kennepy. How many people work there at the ordnance 
plant? 

Mrs. Luptow. I am sorry, I couldn’t tell you that. We learned 
of this hearing only late yesterday and I just flew in to acquaint the 
committee with the few facts readily available. 

Senator Kennepy. How many people live in the community? 

Mrs. Luptow. A thousand. 

Senator Kennepy. This represents a substantial addition to the 
economy of your community, doesn’t it? 

Mrs. Luptow. I wouldn’t say so, Senator. Most of the people 
who work in the arms plant, I would say, do come from the Minne- 
apolis and St. Paul area. We have a policing problem. They go 
through our village and use our streets and roads. We provide the 
service of traffic protection for our residents. 

Senator Kennepy. I want to thank you, Mrs. Ludlow, for your 
statement. It is very helpful. 

If you want to file a written statement at a later date, we will be 
glad to receive it. 

Mrs. Luptow. Yes, I do. 

I feel we were slightly ill-prepared to attend this hearing. 

Senator Kennepy. That is all right. I think you have described 
well an example of a community which has a problem, and it is very 
helpful to the committee. 

Mrs. Luptow. I wish to thank you for the opportunity to appear 
at this hearing. 

Senator Kmennepy. Thank you. 
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(Later, the following statement was received from Mayor Robert 
O. Ashbach, village of Arden Hills:) 


VILLAGE oF ARDEN HILLs, 
Ramsey County, Minn., June 5, 1954. 
Re. 8. 2473 
Senator MARGARET C. SMITH, 
Senate Office Building, Washington, D. C. 


Dear SENATOR Situ: Following is a written statement which the village of 
Arden Hills, Minn., would appreciate having included in the record of your 
hearing in regard to the above bill: 

The village of Arden Hills has been adversely affected by 

1. Acquisition of private property and real estate for a Federal Government 
installation and 

2. Federal Government operation of the facility. 

The village of Arden Hills has been affected as outlined below: 

1. Government purchased land area that comprises approximately 42.8 percent 
of the total land area of the village has reduced our tax base proportionately. 
High taxes resulting from such a small remaining tax base has also meant curtailing 
of a number of normally essential services to our residents 

2. In 1953 the village had a real estate valuation of $1,679,052. If we had no 
Federal Government facility in our village, our real estate base would be increased 
an additional $1,175,336. Needless to say, this would reduce our present taxes 
considerably. 

3. As a result of this facilit » increased traffic through the village increases our 
street maintenance costs 

1. The facility increases our policing costs materially. 


5. This area being Federal property prevents development commercially and 
industrially of this same property by private owners who aca provide much 
revenue for the village. The fact that the ordnance plant was located where it 


is provides a verified basis for the above contention. 
Thank you for your consideration in the above matter. 
Sincerely, 
Rospert QO. ASHBACH, 
Mayor, Village of Arden Hills, Minn. 


Senator Kennepy. We shall place a letter from the United States 
Conference of Mayors in the record. 
(The letter referred to follows:) 


Tue Unrrep States CoNFrERENCE oF Mayors, 
Washington 6, D. C., June 2, 1954. 
Hon. Tuomas A. Burke, Jr., 
United States Senator, Member, Senate Committee on Government Operations, 
Washington, D. C. 

Dear SENATOR BurKeE: As you know for many years the United States Con- 
ference of Mayors has urged the Congress of the United States to enact legislation 
looking toward a solution of the general problem of payments in lieu of taxes to 
local governments on certain Federal properties which benefit from local govern- 
ment services and functions on a tax-free basis. Over the years numerous resolu- 
tions have been enacted by the Conference of Mayors on this subject and meetings 
have been held with various Federal agencies and departments over the years 

In connection with the hearings now being held before your Special Subcom- 
mittee on Legislative Program, on 8. 2473 and H. R. 5605, dealing with one phase 
of this subject, may I ask that you put in the record of the hearings the fact that 
the Conference of Mayors supports the general principle embodied in these two 
measures. 

You will recall that you were chairman of the Resolutions Committee at the 
last annual conference of the United States Conference of Mayors and that the 
following resolution was enacted in Montreal in September 1953: 

“PaYMENTS IN Liev oF TAXES ON FEDERAL PROPERTIES” 

“Be it resolved, That the 1953 annual conference of the United States Conference 

of Mayors petition the Congress to enact legislation authorizing Federal payments 
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to cities in lieu of taxes on Federal properties now benefiting from local govern- 
ment services and functions on a tax-free basis.’’ 

With best wishes, I am 

Sincerely yours, 
Paut V. BErTrTERs, 
Executive Director. 

Senator Kennepy. I am going to place in the record at a later date 
a letter from the mayor of the city of Everett, Mass., concerning a 
plant that might be affected by this bill. 

(The letter referred to follows:) 


Crry or Everett, Mass., June 8, 1954 


Re ¢ l pla I rett, Mas 
Senator .J Fr. WY Y 
) }} 1, Washington, D. ¢ 

D - mm KENNEDY: This will acknowledge with thanks vour letter of 
J | | | I h you tell me that the Senate Government Operations 
( f whicl Ou & a member, has been conducting hearings on $8 
473 and R. 5605, two related bills which would provide relief for local com 

inities where Government-purchased property has been removed from the tax 
roll 

\ serious problem has been created along this line in the city of Everett by 
the General Electrie Co.’s operation of a plant for the United States Air Force 

The city of Everett has a population of some 46,000 but an area of only 3.61 
( re miles, so you can see that available land is at a premium and that we can 


ill afford to lose any valuation particularly in view of the fact that it was necessarv 
for me to submit to the city council a budget of some $6,100,000 for the vear 1954 
Our assessed valuation, both real and personal, approximates some $99 million 

The area in Everett which is the bone of contention has been owned by the 
ceneral Electric Co. for many vears (since about 1911). On March 138, 1941, 
this was acquired by the Defense Plant Corporation 

I should point out that the owner of record as of January 1, of any vear, is the 
party who is assessed for tax purposes here in Massachusetts 

Accorcingly, bearing that in mind, the Defense Plant Corporation paid taxes 
to the city of Everett in 1942, 1948, 1944, and 1945. 

The Defense Plant Corporation was dissolved on July 1, 1945, by Publie Law 
109 (79th ¢ ong 

The property in question was then acquired by another Governmental agency 
(the Peconstruction Finance Corporation) on July 1, 1945. 

This governmental agency paid taxes to the city of Everett in 1946, 1947 and 
1948. 

I should also point out that in 1948 this property was assessed to the RFC in 
amount of $1,905,000. 

Put on September 7, 1948, this property was sold to a third agency of the 
Federal Government (the United States Air Force). And from then on no taxes 
have been paid to the city of Everett. This has resulted in a tax loss to the 
little city of Everett of approximately $88,000 annually, and in view of the 
mounting costs of welfare, fire, police and other services afforded by Everett 
this tax loss has worked a severe hardship to the people of this community. 

This inequity has been recognized by students of government and many 
piecemeal bills have been introduced to alleviate this hardship to our people. 
In fact, Congressman Goodwin, Senator Saltonstail and former Senator Lodge 
have been kind enough on past occasions to introduce bills to correct this injustice. 

The problem grew and grew and several general bills have since been introduced 
by various members of the Congress. 

Unfortunately, I do not have a copy of either S. 2473 and H. R. 5605, men- 
tioned in your communication of June 4, 1954, but some time ago I was interested 
in S. 788, introduced by Senator Humphrey on February 4, 1953, which was read 
twice and referred to your committee, the Committee on Government operations. 

The Senate Committee on Government Operations on April 16, 1953 (staff 
memorandum No. 83—1—14) analyzed that bill in considerable detail, and I would 
hazard a guess that their report might well pertain to the new bills, mentioned in 
your communication of June 4. 

The report started off by stating that that bill (5S. 788) provides for payment 
in lieu of taxes to local governments on property taken over by the Federal 


Singles 
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Government and that it is identical to a similar proposal (8S. 2268) introduced by 
Senator Humphrey as chairman of the Subcommittee on Intergovernmental 
Relations in the 82d Congress to accord with a memorandum transmitted to the 
President of the Senate by the Director of the Budget. 

Contained in the above-mentioned staff memorandum No, 83—1-14 is a very 
interesting letter written to Chairman Humphrey by Elmer B., Staats, Assistant 
Director of the Bureau of the Budget. That letter was written on April 13, 1953. 

Mr. Staats’ letter points out that the major source of revenue to the cities is 
the property tax, and that, recognizing the financial needs of local governments, 
the Congress has consented by law to taxation of a few types of Federal properties 
and has provided for payments in lieu of taxes in some other cases but that there 
is no uniformity of treatment of similar properties owned by different agencies. 


Most Federal properties are exempt and are not the subject of payments, however. 


His letter then coes on to point out how because of this the lo ‘al governments 
I 
may have an inadequate tax base. I should like to quote some very pertinent 
remarks cortained in Mr. Staats’ letter of April 13, 1953 


“The acquisition of real estate by the Federal Government, with its subsequent 
removal from the tax rolls, has been the subject of considerable attention in reeent 
vears, and it was a discussion of this problem at the conference in 1949 that re- 
sulted in a request that the Bureau of the Budget take the lead in working out 
comprehensive recommendations on the subject of payments which might be 
made by the Federal Government cast vhere property has been removed 
from the tax base because of its acquisition by Government acencies 

“S. 788 incorporates these recommendations as worked out bv the Bureau 
staff in consultation with the interested Federal departments and agencies and 
with representatives of major organizations of State and local government officials. 

“The obiectives of S. 788 would anpear to be in line ith the purposes of the 


President’s messace to the Congress on March 30, 1953, requesting the establish- 
ment of a commission to study and make recommendations with respect to the 
Federal Government programs as they affect States and their political sub- 
divisions.” 

I trust that these remarks which T have picked out from the Bureau of the 
Budget’s letter of April 138, 1953, will show that the Bureau recognizes the 
inequities as they exist 

One very important feature (to us) of any bill to provide relief to a political 
subdivision such as the city of Everett is on the matter of the cutoff date. By 
that I am referring to the cutoff date which would fix the number of Federal 
pro erties to he covered 

To be of any value to the city of Everett such a cutoff date would have to be 
no later than September 7, 1948, which is when the property in Everett was sold 
by the RFC to the United States Air Force. 

January 1, 1946 is the cutoff date proposed by the Bureau of the Budget (see 
p. 4, par. (a) of Staff Memorandum No. 83—1—14 of the Senate Committee on 
Government Operations dated April 16, 1953). 

May I point out—for emphasis—that it was on September 7, 1948, that the 
property was acquired by the United States Air Force and that it was since that 
date that we have received no taxes either from the Federal Government or any 
of its agencies. 

Despite the fact that we receive no taxes from the real or personal property of 
the area in question, they would not hesitate to demand from us that we supply 
them water, handle their sewerage, and provide fire and police protection, etc. 

A recent instance occurred last summer when a part of the General Electric 
operations in Everett was on strike. The officials of that company did not hesitate 
to demand of the city of Everett that it provide police coverage of the pliant, 
which we furnished at a cost to the taxpayers of Everett, although I thought at 
the time, and so expressed myself to GE officials, that I was rather surprised that 
no request had come from the Federal Government, who are ostensibly the owners 
of the plant. 

If this area in question was a customhouse, post office, Army camp, ete. I would 
not even raise the issue. 

But it is not. It is theoretically a Government-owned plant which is operated 
by a private corporation who operate it for only one purpose—to make a profit. 
I assume they operate on a cost-plus-profit basis? 

We have in the city of Everett 6 major industries, 5 of which pay taxes and a 
sixth which is owned by the United States Air Force and which does not pay a tax, 
but receives the same benefits and privileges as the other five major industries in 
the city of Everett. 
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It is just not fair or equitable particularly when said property was transferred 
from one Government agency to another Government agency, with the first 
Government agency paying a tax to the city of Everett, while the second Govern- 
ment agency, acting in the capacity of the landlord, does not have to pay a tax. 

The inhabitants of the city of Everett as a majority are a working class ranging 
in salary from $3,000 to about $6,000 per year, with the average home being as- 
sessed in the neighborhood of $5,000. 

We can ill afford to carry the United States Government and/or the General 
Electric Co. on our back to the tune of a $2 million valuation free ride. 

I must apologize for this lengthy letter, but it was difficult for me to summarize 
the matter in less words. Obviously the inequities have been recognized even by 
the Bureau of the Budget, for it can be fairly presumed that since defense produc- 
tion facilities are of national interest and benefit to all the people, rather than 
local, the property-tax costs associated with such properties should be borne 
largely by Federal taxpayers rather than local taxpayers. 

With kindest personal regards and every best wish, I am 

Sincerely yours, 
Puttie J. Crowiey, Mayor. 


Senator Kennepy. There is no one else who wants to file a state- 
ment, and therefore the hearings will be concluded. 

(Whereupon, at 12:40 p. m., the hearings were concluded.) 

(Subsequently, the following material was received for insertion 
in the record:) 


STATEMENT oF Henry G. WALTEMADE, CHAIRMAN, REALTORS’ WASHINGTON 
COMMITTEE OF THE NATIONAL ASSOCIATION OF REAL Estate BOoArps, 
Reearpine H. R. 5605 


Madam Chairman and members of the subcommittee, our association is pleased 
to join the American Municipal Association, National Institute of Municipal 
Law Officers, Municipal Finance Officers Association, Federation of Tax Ad- 
ministrators, National Association of Assessing Officers, National Association of 
County Officials, and the United States Conference of Mayors in supporting 
H. R. 5605 which has already been adopted by the House of Representatives. 

The trend toward weakening the tax base of local communities by reason of 
Federal ownership of property is a matter which I am sure this committee along 
with our association, considers an extremely serious problem at this time. 

We all know that a municipality depends largely upon its taxes, particularly 
from real estate, for the support of local services. We feel that the best way 
to assist a locality in supporting its police department, fire department, schools, 
sewerage and sanitation, and other local housekeeping services is to protect its 
tax base which is the logical source of self-support for our communities. 

The Tax Foundation reports that expenditures by local governments in 1952 
were $10.8 billion and that taxes for the same year were $9.4 billion. It is 
estimated that the same relative deficit position was reached for 1953. 

The Summary of Governmental Finances in 1952, released by the Bureau of 
the Census on November 2, 1953, reports that 58.5 percent of total local govern- 
mental revenues from all sources came from property taxes (p. 29). The same 
publication reveals that the total taxes of all local governments in 1952 amounted 
to $9.466 billion and that property taxes accounted for $8.282 million, (p. 29). 
This means that property taxes in 1952 represented 87 percent of total tax reve- 
nues of all local governments in the United States. 

These figures help us to understand why representatives of local governments 
are making such an urgent appeal to the Congress to act on the question of loss 
of local taxes due to Federal ownership. 

We feel strongly that H. R. 5605 merits very early favorable action by this 
committee and that further delay is unjustified. 

Among the points supporting action at this time are the following: 

(1) The bill is very limited in its scope. It would apply only to real property 
having a taxable status as of June 22, 1948, but no taxes or in-lieu-of-tax payments 
could be made for any period prior to January 1, 1954. The bill would make 
taxable all real property owned by any governmental corporation created after 
the effective date of the act unless specifically made tax exempt in the incorporat- 
ing act. 
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No payments in lieu of taxes would be provided under the bill on 

(a) Real property on which taxes or payments in lieu of taxes are payable 
under other provisions of law; 

(b) Real property used or held for uses under which, if privately owned, it 
would be exempt from taxes; 

(c) Real property used or held primarily for services to the local public, includ- 
ing post offices, courthouses, defense installations and federally owned airports 
under the jurisdiction of the Civil Aeronautics Administration. 

(2) The bill would provide temporary protection from further injustice but it 
would operate only for a limited time. It would become effective January 1, 
1954, and expire December 31, 1956. 

(3) The Department of the Treasury has no objection to the enactment of the 
bill. 

(4) It is understood that the Commission on Intergovernmental Relations has 
no objection to the passage of the bill. 

(5) The bill would give the Intergovernmental Relations Commission an oppor- 
tunity to continue its studies without prejudicing any recommendations it may 
see fit to make. 

It may be well to recall the following facts regarding the Commission on Inter- 
governmental Relations: 

(a) The Commission was set up by Public Law 109, 83d Congress, Ist session 
approved July 10, 1953. The law provided that the Commission should make 
its final report to the President not later than March 1, 1954. It further pro- 
vided that the Commission should go out of existence not later than € months 
after the President submits the Commission’s final report to Congress. 


(b) The report has not been made to Congress. The life of the Commission 
has been extended in the present session of Congress by Public Law 302, 83d 
Congress, 2d session, approved March 1, 1954. This new law provides that the 


Commission shall submit its final report to the President by March 1, 1955, and 
the Commission shall cease to exist as of the close of business March 1, 1955. 

This association is strongly in favor of a comprehensive approach to the overall 
question barely touched upon by H. R. 5605 

The first approach to the complex and pervasive problems of Federal ownership 
of property may not be a perfect solution. We do not feel that this fact should 
be allowed further to delay making a start in the right direction. 

As one student of this subject has written: 

“In this era of pyramiding cost of Government, high taxes, and pressing de- 
mands for more public facilities and increased public services, States and !ocal 
governments are more acutely aware of the burdens imposed upon their economy 
by Federal property. War and defense needs, conservation measures and other 
general welfare activities have in recent years engendered Federal programs, un- 
paralleled in our history, involving the acquisition of vast tracts of land and the 


provision of huge military reservations, gigantic industrial installations, extensive 


housing facilities and innumerable other improvements. The types of property 
in Federal ownership range from desert and mountainous wastelands to highly 
improved, extremely valuable urban and industrial properties. Of the total land 


area in the 48 States and the District of Columbia almost one-fourth is owned by 
the United States. Tax immunity and the use and occupancy of Federal property 
have contributed immeasurably to the stringency of the local governmental 
economy. 
* * * + ‘ ‘ . 

“The objective of having comprehensive, overall Federal legislation prescribing 
uniform standards and guides and giving statutory recognition to the Federal 
Government’s responsibilities to States and local governments in connection with 
Federal properties is eminently sound and desirable. The principle of tax im- 
munity for Federal properties was established in a period when Federal functions 
and activities were narrowly circumscribed and impinged lightly upon municipal 
life. The broad extension of Federal functions and Federal property ownership, 
and their weighty impact upon local governments, have led to a realistic recog- 
nition * * * that the Federal Government to all practical purposes must shed its tax- 
tmmunity cloak on a comprehensive basis. Basically the problem is merely one of 
equity and fair play. * * *.’’ [Emphasis supplied.] 

We urge, therefore, that the committee approve the bill H. R. 5605. 
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MicH1GAN MunicrpaL LEAGUE, 
Ann Arbor, Vich., June 5. 1954 
Hon. Homer R. Fercuson, 
United States Senator, Senate Office Building, 
Washington, dD. zy 


DEAR SENATOR FERGUSON: The board of trustees of the Michigan Municipal 
League, meeting in Ann Arbor on June 4, 1954, considered at some length the 
provisions of H. R. 5605 as well as 8. 2473, both of which deal with certain matters 
relative to payment in lieu, and are now before the Senate. 

It is our understanding thet on June 2 of this vear these measures were con 
sidered by the Senate Committee on Government Operations in a special hearing 

bining the features of both bills in one measure 
li at Bll po tole I am not certain that this is the procedure to be followed by 





d tl t thou t 2s given to com 














the S | ling this matter or whether or not they intend to proceed in 
the pe ( ent of these meesures through separate bills. In any event, 
I heve bee requested to advise you that after full discussion of these two 
provided by representatives of the city of Detroit as well as Mr. Claude 
Porte i vr of Adrian and a member of the subcommittee on intergovern 
mentel x Or considering this subject, the Michigan Municipal League 
wl edly endorses these messures end urges that vou give full support to 
their ena ent into law at the earliest possible time. 
Thi rovislolr of H. R. 5605, as vou probs bly have been advised earlier, 
of pr ry interest at the moment to the city of Adrian, Mich., while the ) 
3101 f S. 2473 are of primary interest in the city of Detroit 
Qt r lay cith in Michigan are affected in a degree al bv these me ire 
The American Municipel Association, with offices at 522 Transportation Build 
Weshington, D. C., is fully acquainted with the full effect of the measures 
on Michige 1 should you have any questions or information that you would 
like to st re further with reference to the Michigan situation, it can be sec ired 


very quickly from Mr. Randy H. Hamilton, the director of our Washington 
office, who would be available on immediate notice, or from these headquarters 
We respectfully urge your most careful consideration and support of the 
provisions of the proposals 
Cordially yours, 
Micuicgan Municipat Leacut 
Joun H. Huss, Director. 


Muskeaon, Micu., June 8, 19 
Re H. R. 5605 and 8. 2473. 
Senator HomreR FERGUSON 
United States Senate Washington, D. C.z 


We represent Orchard View School. located in Muskegon Townsl Ip, Muskego: 





Count li and, as attorneys for the school, are interested in the abo. bills 
Gurr if ation here 1 this 
‘| Continental Aviation plant, known as Plancor 166—M (R. R. Mich. 40), 
is located in the Orchard View School District. The property was acquired by 
Reconstruction Finance Corporation from the Continental Aviation & 
Engineering ( p. bv deed dated October 18, 19438, and April 4, 1945. Since 
that time ha e¢ leased to Continental Motors Corp. for various purposes 
Local tay ere paid on the property in the regular course prior to the year 
LO5e In Deeember 1952, the township treasurer was notified that a claim was 
being made that the property was exempt from taxation and that the 1952 taxes, 
already assessed, would not be paid. The school was in the process of building 


a much needed addition and had obligated itself for a bond issue of $385,000. 
| nt comprised over 50 percent of the total assessed valuation of the entire 





chool district Che effect of the sudden loss of over one-half of the district’s 
revenue from local taxes, W ith such an outstanding debt, is obvious 

Che asis for the sudden refusal to pay local taxes is as follows: 

On Mare 0, 1946, RFC had declared the property surplus. On June 1, 
1948, War Assets Administration assumed responsibility for the property Later, 
b ome means not clear to me, responsibility for the property was turned over 
to the Ar Ordnance Corps. This was done by what was called an interim 


permit dated September 18, 1950 
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Apparently no one ever dreamed that the foregoing shuffling bet we 
affected the taxability of the property until the United States Cou 
came up with a decision in the case of Sedgwick County, Kansas v. 
50117, decided July 15, 1952, announeing the unique rule of law that 
of surplus by RFC and acceptance of accountability by WAA ca 1a clo f 
immunity to descend upon the property, though title still remained in RFC and 


though the statute creating RFC expressly provided that real property of RF( 





should be s ibject to local taxation Unfortunately. the ¢ t of Clain decisio 
was not appealed and the uncertainty it created in the law h: used 1 various 
agencies to withhold payment of taxes o imilar proper 

Whether or not the above rule announced in the Sedgwick ! ase is sound 
law (and I am confident it is not), the reaction here was pr t and vigorous 
In June 1953, the Michigan Legislature passed Act 189 (M.S. A. 7.7 (5 
provided, in substance, that when real property, which is for a ¢ ) ‘ 
exempt, is leased, loaned, or otherwi made available to a private individual 
association, or corporation engaged in business tor profit, the lessee or shall 
be liable to tax in the same amount and to tne same extent as tl ic] sse¢ 
or user were the owner Che act would appear to solve our | prol \ ‘ 
future, though a court test of the act is no doubt in the offir 


Furthermore, partly in reliance upon our opinion that the rule announced in t] 
Sedgwick County case was not sound law and would not be 


States Supreme Court and partly in anticipation of the } 


i passage « 
taxes were assessed in 1953 against the property The taxes 
have been paid by Continental Motors under protest and the va 
ment is now in litigation lhe legality of the ruling of the & 
case will ultimately be tested in this case, but it may be 2 or 3 
reaches the United States Supreme Court. In the meantime, 





exist as to the taxability of this property, making it impossible to s L 
determine the proper millage to levy, and in general cause difficulty in operating 
the local units of government For example, because of the uncertainty as to the 
taxable status of this property in 1953, it was necessary to levy 14 mills for the 
school’s debt retirement fund rather than the 6 that would otherwise have been 
sufficient. The same was, of course, true of other levies. The same will be true 
for 1954 and subsequent years intil the question is settled. 

soth H. R. 5605 and 8S. 2473 appear designed to cure the intolerable situation 
created by the Sedgwick County decision. I think it is desirable to have a uni- 
form rule such as would be established by either of these bills than depend upon 
local acts such as Michigan Act 189 of 1953. Act 189 has been criticized on the 
ground that it will put our local industries at a disadvantage in bidding on 
Government contracts since the lessee of such properties in Michigan will be 
taxable while a similar lessee in another State will not. Because of this I want 
to urge that some measure be adopted by the Senate that will afford a uniform 
rule 

I like the approach of H. R. 5606, making the property taxable ‘“‘during all 
periods in which the real property is leased for commercial purposes.”’ This is 
the basic theory of Michigan Act 189. I take it H. R. 5606 is designed as a 
temporary measure only, as it expires December 31, 1956. I assume that in the 
meantime the matter can be given more study and a permanent policy worked 
out. This seems desirable to me. This is an extremely difficult problem to deal 
with. and the proper solution may become more apparent as the operation of 
the law is observed. For example, I have grave doubts as to the desirability of 
any provisions for payments in lieu of taxes as a permanent measure. It seems 
to me that some formula should be worked out whereby property is either taxable 
or it is not, depending upon the purpose for which it is being used 

I am furnishing the foregoing in the hope that the information may be of value 
to you in considering these bills and trust that it will be received in the spirit it 
is offered. We have been trying to cope with the situation created for Orchard 
View School for about 2 years now and are, of course, more acutely aware of the 
problem than would otherwise be the case. 

Yours sincerely, 





STREBT & SORENSEN, 
HaroLtp M. STREET. 
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RENTON, Wasnu., June 2, 1954. 
Hon. WARREN G. MaAGnvuson, 
United States Senator, Senate Office Building, 
Washington, D. C.: 

Respectfully request you use your good office to modify Senate bill 2473 re 
taxation of certain Federal properties by local taxing units, to include defense 
production facilities acquired prior to June 30, 1950. (See sec. 4 (a) (ce) (1), 
sec. 5 (a) (1) et seq So as to benefit city of Renton re Boeing Airplane Co. and 
Pacific Car & Foundry Co. which were acquired by Federal Government in 1949. 
As per our information the Pacific Car & Foundry plant was removed from the 
tax rolls on August 26, 1949, and the Boeing plant on December 30, 1949. Change 
of effective date to June 30, 1949, would be satisfactory. 

WILEY CROOK, 

City Clerk. 

Jor R. Baxter, 
Mayor, City of Renton. 


DEPARTMENT OF THE ArR ForcE, 
Washington, D. C., June 23, 1954. 
Hon. Jonn F. KENNEDY, 
United States Senate. 

Dear SENATOR KENNEDY: Reference is made to your request for information 
concerning the status of the General Electric plant at Everett, Mass., at the 
conclusion of hearings on 8. 2473 and H. R. 5605 on June 3, 1954. 

Air Force Plant No. 28, Everett, Mass., was built by the Defense Plant Core 
poration and leased to General Electric during World War II and was then known 
as Plancor 46. The reported acquisition cost of land and buildings was approxi- 
mately $2,600,000. This facility was conveyed to the Air Force by a bill of sale 
dated September 7, 1948, under the provisions of Public Law 364, 80th Congress, 
on a nonreimbursable basis. Approximately $50,000 of new construction has 
been added and approximately $125,000 has been required for rehabilitation. 
Che Reconstruction Finance Corporation has informally advised this Department 
that the tax paid to the city of Everett in the taxable year 1947 was approximately 
$60,000. This plant is currently being operated by General Electric under a 
facilities contract and is presently being used for defense production. 

The facility would apparently fall within section 704 of the proposed legislation 
identified as H. R. 5605 since it was owned by the Reconstruction Finance Corpo- 
ration on or after June 22, 1948. 

Sincerely yours, 
Joe W. KELLy, 
Brigadier General, United States Air Force, Director, Legislative Liaison. 
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